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PREFACE 

In the following pages an attempt is made to describe the 
present indigenous banking systci^ in India, ^l.iterature on, 
the sub^Ject is almost non-existent. Such inlormation as is 
given in works on the Indian money-mar|jet is incomplete, 
largely repetitive^ and in othg;r ways unsatisfactory. There 
is sometimes confusion of thought and consequent misre- 
presentation of facts. For example, when in the usual 
fashion some writers paint the indigenous bankerswas a tribe* 
of * Shylocks/ they do not know that they hav^e in mind only 
a type of a ‘ money-lender ’ as distinct from a * banker.' 
This failure to recognise the difference between a ‘ money- 
lender ' and a ‘ bank^ I is responsible for the somewhat 
unjust light in which the so-called banWng qistcs are repre- 
sented, although, so far as money-lending is*conccrned, there 
is hardly any caste in In'Uia which has not a share in the 
business. 

It is commonly stated and believed that usury Is rampant 
in India — a concjiision with whioh I have no quarrel — but, 
when no authentic evidence is given relating to fhc function^ 
and methods of the indigenous barkers, the rates anj^ 
forms of interest and the i>cculiar practices in collating 
interest charges, it is difficult to form an idea of the true 
p>osition. 

Furthermore, it is reitet^ted time and again that the 
Indian ryot is steeped in indebtedness to the bankers. If 
this statement is true, we are compelled to ask : What is 
the attitude of the client towyds the baniCier 7 What is the 
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nature of the indebtedness ? Is the burden of debt a greater 
evil to the borrower than the of the borrowed capital is 
a benefit to him ? If so, why does he borrow to his own 
disadvantage ? What is the total amount of indebtedness ? 
Is this amouiii stationary or changing ? If changing, is it 
increasing Qr decreis^ing, and at what rate ? How are the 
changes in the amount of Indebtedness i elated to movements 
in the general* level of prices ? What is the total amount of 
interest charges received annually by the bankers from their 
, clients ? * \ 

Again, there, are other questions to be investigate. To 
enumerate the ipore important of them : What is the 
relationship of indigenous to joint-stock* banking in the 
Indian money-market ? What are the defects jx^culiar to 
the indigenous banking system, and what attempts have 
been inada at reform ? What is the l>est ix>Iicy to pursue, 
in the immediate future and ultimately, with a view to 
establishing a sound banking system, such as will satisfy the 
needs of the country, having regard to the changing character 
of these needs ? Should the indigerfous banking system be 
altogether atK)lished*and replaced by another ? Or should 
it be absorbed indhe joint-stock system ? Or, again, should 
it be reorganised and eo-ordinated with the other system in 
a happy combination, if that be possible ? 

Both as a student of the Indian money-market and also 
as a member of one of the much maligned banking castes, 
I have long felt that tCie veil over the subject of indigenous 
iiianking sliould be re:noved, as much in the interest of a 
healthy credit machinery for India as in that of the indi- 
genous bankers themselves. As it is, I believe that, if 
nothing be <}one to save the indigenous bankers, they will 
eventually die out. But I also jbelieve that this will take a 
long time to happen and, so long as the problem of indigenous 
banking is not colved, it is idle to think of establishing the 
sound banking system which India needs. 
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But when, in 1925 , 1 first formed the plan of studying the 
subject, there were several difficulties to be reckoned with. 
In the first place, was it to be an all-Indta or a provincial 
survey India is more like a continent than a country ; 
in no two provinces are the conditions alike, * A provincial 
survey seemed at first to be more suitsfble, Buf, as I pro- 
ceeded with the inq*iir>% it became clear that the broad 
facts and problems of indigenous banking wero^so similar all 
over the country that the subject in its larger aspects could 
well be treated from an alMndia Itandpoint. •. 

Then •there was the question as to the method of investi- 
gation. As has already been pointed out, books on the 
Indian money-market are of little help* Itven statistics on 
indigenous banking do not exist. The annual Statement 
relating to Banks in India, which is published by the Govern- 
ment, contains no figures relating to the indigenoq^^ bankers. 
A good deal of scattered information is contained in the 
official and other literature to be found in thelibraries of the 
India Office, the office of the High Commissioffi?r for India, 

the London School of 4 £conomics aTid the British Museum. 

« 

and this has l>een searched for the purpose.* The list of the 
literature of which use has been made in tjiis monograph is 
given in the Appendix, * ^ • • 

In order to elicit local information personal visits were 
paid to the more important centres of indigenotis bapCing 
in various parts of the country. jConsiderations of time and 
expense naturally made it impossible to cover «the whole of 
the country. Moreover, the indigeno»:s bankers arc not. as 
a rule, willing to disclose their trade methods or secret.^ or id 
produce their account-books. The managers of the Indian 
joint-stock banks and the Imperial Bank branches possess 
some reliable information^ but they are also naturally 
reluctant to impart it to a private inquirer. I was able, 
hdwever, through personal connections to pbtain some in- 
formation from interviews with a few indigenous bankers. 
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At the same time, a questionnaire was framed to embody 
most of the questions raised ‘above. This questionnaire 
whidi is given in Appendix II, was issued on 9th March, 
1926, and altogether 520 copies were distributed. It was 
also published in the Indian Journal of Economics and the 
Jaina Gaze^, the Beading paper of the Jaina community. 
The replies were disappointingly smaH — only twenty-three 
persons responded — but they contained useful and suggestive 
information. On certain aspects of the problem, which were 
of too teclmical a nature to be included in the questionnaire, 
experts in various parts of the country were consultt^d. 

Of the imperfections of this work there is no one who is 
more conscious than myself. I do not pretend that it is in 
any way exhaustive. The only justification for its presenta- 
tion is that it is the first attempt to survey the field of 
indigenous banking made by one who is not out of touch 
with the actual working of the .system, and that it may form 
the basis of abler and more elaborate studies. 

My thanks are owing to Messrs. C. D. Thompson and 
S. K. Rudra, my coUe.igues of the Economics Department 
in the University of Allaliabad, who made helpful sugges- 
tions 'm the prep^Lratibii of the Questionnaire ; to Sir Basil P. 
Blackett, who fcmdly examined questionnaire and indi- 
cated sources of information ; and to all tliose who have 
helpq^l me -by replying to the questionnaire. 

Mr. W. H. Moreland made valuable suggestions on Chapter 
Mr. M. M.»S. Gubbaiy^ on Chapter III, Sir AtuI Chatterji on 
Chapters 1 and VI II, and Sir Selwyn Fremantle on Chapters 
V amd VII. To all of these I am deeply indebted, as also to 
Mrs, V. Anstey for the care with which she read through the 
mamiscnpt in its early shape and to Miss M. E, Bulkley and 
Mr. V. Giardelli for their able comments on its general 
arrangement. My esteemed teacher, ftof. A. R. Bumett- 
Hurst, has givo? me willing and ready help at every std^e 
of the inquiry. Eluring the period of my research at the 
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Ltmdon School of Economics. Professor T. E. Gregory and 
Dr. Gflbert Slater have afforded me invaluable criticism, 
encouragement and advice. The latter has placed me under 
great obligation by writing the Introduction. My thanks 
are also due to the Editor of the Vira and th%« Director of 
the Ganga-Pu-stakmala Karyalaya, Luckhow, for permissic^ 
to reproduce a photograph. 

U C. JAIN. 

London, S.W, i6 

I9i8. 




INTRODUCTION 

Mk. Jain's treatise on Indian Indigenous Banking fills a 
notable gap in Indian economic literature. Mispli has been 
said andn\Titten about the deplorable indebtedness of the 
Indian peasant and the extortionate rates of interest exacted 
from him by the moiieydender. Less has*been written about 
the equally deplorable and* less unavoidable indebtedness 
of the Indian urban worker. Moral indignation has naturally 
been kindled against the usurers whose greed maj turn a 
temporary calamity or pardonable extravagance on the part 
of the borrower into the means of his j>ermanent im|H>verish- 
ment. Perhaps more emphasis shoitld have beciMaid on the 
broad fact that India is<i land of greedy borrow'crs, with a 
scarcity of jx^ople willing to practise theunattnit:tive economic 
virtues of thrift and forethought. * ^ * 

In India, as elsewhere,* efforts to a.ssist th^j vast mass*of 
rural and urban workers, crushed under their debts, by 
mciisures ilirectly aiming at restricting the activities of ^ the 
lenders have been of little and of doubtful benefit. Sir 
Frederick Nicholson in that historic report which bt?gins the % 
history of Indian co-operative banking iX)intcd out the only 
true line of effective aid. The success of credit banks ♦ 
organised on the lines which he recommended has exceeded 
reasonable expectations, but the field is so vast itnd the 
variety of the credit needs of the people so marked that they 
must be supplemented by other means. The most notable 
conclusion to which Mr. Jain’s argument Doints is that 
nothing short of the building up of an adequate, efficient and 
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elastic banking syst«n for the whole country, embracing all 
existing agencies, including evtn the reprobated indigenous 
money>lender, will suffice to meet the need. As Mr. Jain 
belongs to a reh'gious community which in consequence of 
historic camte has largely specialised in banking, he is able 
to treat hjs subjecf from the inside and this adds greatly to 
the value of his survey. 

GILBERT SLATER. 
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EARLY HISTORY OF INDIGENOUS BANKING 

I. .\fEANING OF ‘ INDIGENOUS liANKI^;.* 

An inquii|;y into the present system hf indigenous banking in 
India may well be preceded by a brief survey of its growth 
and development i|^ the past. But at the pufttq the meaning 
of the term ‘ indigenous banking ' must l>e explained. 

‘ Indigenous hanking/ in this inquiry, dcK‘s not apply to 
the operations of joint-sUK:k banks or co-operative credit 
societies, but only to the transactions of the * indigenous 
bankers.' Who, thin, are the ' indigenous haifkers ' whose 
activities we are about to examine and desriribe ? To 
answer this question is jiot so simple as it may appear at 
first sight. These bankers*are not require^ to register them- 
selves as such under any law of the realm. There is. there- 
fore, no legal definition •i the term '^indigenous banker ' 
available. Nor does the Census contain any defmition. 
The problem is complicated, because in India many persons 
who arc called ' bankers ' do nothmg beyond lending out 
their own personal or family funds at interest. ^Are these 
* money-lenders ' entitled to be classed as ' bankers * ? If 
not, how should the one be distinguished from the other ? 

Indigemms Banker and M oney-Uftder . In common usage in 
India, the distinction between a ' banker ' and a ' money- 
lender ' is generally base<l on the size of the workihg capital. 
Every money-lender with a large capital is thus called a 
banker. But can such a distinction hold good ? What is 
‘ large capital ' ? The answer is obviously ^^culC to give 
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and cannot be convincing. Every one wishes his capital 
to be thought large and thus this distinction breaks down. 

Even the term * money-lender ' is by no means easy to 
define. In England, Germany, Austria. Hungary or Italy, 
wherever money-lending has been the subject of legislation, 
|here has always arisen the difficulty of defining a ‘ money- 
lender ' in exact terms. The same difficulty has bden 
experienced in India. When in 1925, Mir Maqbool Mahmood 
introduced a bill entitled the * Borrowers' Protection Bill/ he 
defined a ' money-lender * as ‘ a retail trader whose business 
was that of charging interest on his balances not occasionally 
but as his business/ * This obviously unsatisfactorj' defini- 
tion underwent *a change in the Select Ccoimittee to which 
the bill was referred and emerged in the following shape : 

Sub-clause (6) : A money-lender ' includts every jierson whose 
business rvhether carried on in his own name or in any other name 
or by him and any other person jointly, is that of advancing loans, 
or who is a pal'tner in any firm which carries on such business, or 
who adverKsc^s or announces liimself or holds himself out as 
carrying on such busines^. * * 

This definition jtidging from the last few words, which also 
appear in the English Money-lenders Act of 1900, seems to 
have been constructed with the help of that Act. Even so, 
it is open to at least two objections. First, the expression 
‘ includesr' in the opening words indiaites that the definition 
is not exact. Thus, evemin other countries it has been found 
impossible^ to define a * money-lender ' in precise terms. 
The second objection is peculiar to India. As w’^as pointed 
out in the course of discussion on the bill in the Punjab 
Legislative Council, the word ' firm * used in the definition 
under exaQiination is open to two interpretations in India. 
First, there are the firms creatfd by contract and, secondly, 

iHmjtih L$$isXmHv$ C&rnicU DtbaUs, vol. ix. p. 1178 June, 
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there are the joint Hindu family firms. The Hindus live, 
under what is popularly called the joint Hindu family 
S3^tcm. The legal presumption, due to this old institution, 
is that every Hindu lives in a joint Hindu famil)r and if one 
member of the family is engaged on mojiey-lenaing, all the 
other members will* according to the said definition, be takeif 
as carrying on mono ja lending, irrespective of whether they 
are or are not so employed. A suggestion was, therefore, 
made in the Council to omit the words, * whej is a partner 
in any firm which carries on siich^business/ but after dis- 
cussion if was rejected. Its acceptance would, of course, 
have meant the exclusion of money-lending® firms. Thus a 
perfect definition 8 f a ‘ banker/ or a ‘ money-lender * is yet 
to l>e devised. 

In this inqiiiiy", the term ‘ banker * will be taken to mean 
any individual or private firm;which, in addition tc/making 
loans, either receives deposits, or deals in or Ixith, 

each of which functions clearly belongs to the province of 
banking, while the term ' money-len(!tr ' will be used for any 
individual or private fiftT\ which make.s loans, but visuallv 
does not receive deposits or deal in hundis.* 

z. INi)l(,KNons BANKmn HKFORK THE SEJKNTEENTH * 
CENTUKY. 

Credit in Vedic Times. The system of indigenoujj banking 
in India is of ancient growth, but little is known of its origin 
and development.* Starting with the Vedic {xjrjod, which 
may be taken to range from 20(H) to 1400, b . c ,, the researchers 
of Macdonnell and Keith reveal that the giving and taking 
of credit in one form or another must have existed as early 
as that period. * Rna (debt) is repeatedly mentioned fropi 
the Rigveda onwards, having apparently been a nftmia! con- 
dition among the Vedic Indians. Reference is often made 
to debts, contracted at dicing. To pay off a debt was called 

^ The hundis are Itulian bills of exchange. They ar«)|i>.uXp]alf%ed fully iti 
Chapter IlL 



4 INDIGENOUS BANKING IN INDIA 

fmm sam-ni. Allusion is made to debts contracted without 
intention of payment/ ^ 

Interest. On the subject of interest the information is of 
the slightest That interest was charged is probable from 
the fact that the usurer (kusuiin) is mentioned in the Sata- 
patka Brakmana and the Nirukta and often in the Sutras.^ 
But we know nothing about the rate of interest. In one 
passage of ‘the Rigveda and the Atharavaveda ‘ an eighth 
(sapha) and g sixteenth (kata) are mentioned as paid/ ^ But 
from this no inference can be drawm even as to the institution 
of interest, much less as to its rate. It is possibkf, as Mac- 
donnell and Keith observe, that the payment may have 
reference to an instalment of the debt aAd not to interest. 
If interest is meant, no ixTiod of time is mentioned from 
which a rate could be caJculatt‘d. In another passage Mac- 
donnelllind Keith remark th,at ‘ the result of non-payment 
of a debt rnjght be very serious : tlie dicer might fall into 
slaver>\'^^ It thus appears that the jx>sition of the debtor 
was not always a hafif'y one in the time of the Vedas. If 
interest did obtain, it may be presumed that it was paid in 
kinrl, for morlern ‘researches reveal no mention of the use 
of metal cc)in.s w credit in.struments in the l pi^riod. 

Credit in Shira ISmes, Sarnik to Second Centuries, B.C. 
But if there is some doubt regarding the payment of interest 
in the times, no room for uncertainty is left about it 

in the Sutra pericKl. The Sutras are assigned by Prof. 
Hopkins to a period not earlier than the st‘venth, nor later 
than the second centur>% b,c/ Another important source for 
this period is furnished by the Buddhist Jaiakas or birth 
stories, which may be taken to refer to the fifth and sixth 
centuries/'BX.* 

* Frrfif Indiv i}f Names and Snbjn^is, by A. A. Macdonncll and A. B. 
Keith. 1912, vol. i. p, 109. 

• Ibid. p. 176* • Ibid. p. ♦ Ibid. 

* Cambridge af India, vol. i. edited by E. J. Rap$c>n, 1922, p. 227. 

• Bmiy History of India, by V. ^mith, 1914. p. tt. 
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Evidence of Money-lenders* Existence. That the money- 
lenders, called Seths ^ or ‘ bankers/ existed in the fifth and 
sixth centuries, b.c., is clearly established by the Jaictkas. 
To give an instance, the Kaiahaka Jataka relates how Kata- 
haka. who worked as a slave in the house of Ins master, a 
Seth or great ‘ banker ' and merchant of Iknarts, forged a 
letter by which he passc^d himself off as the ‘ banker's ' son 
and obtained in marriage the daughter of anoth<?lr * banker/ • 
Rate of Interest. * Fhe legal rate of interest is set at (the 
equivalent of) fifteen per cent. p<ir annum (five niashas a , 
month fbr twenty karshapanasf GaiU., Xli, 29 ; Baudh 
I, 5, 10, 22) ; l)ut according to Vasishtha (IL^B), ** two, three, 
four, five in the iTundred is declared in tlie Smriti to be the 
monthly interest according to caste Tlie same 

author prohibits Brahmanas and Kshatriyas from being 
usurers ; but Baudhayana sa>^ that a \'ai<;'ya [V^aishya] may 
practise usury (Yas., If, 40 and Baudh., I. 5, 10, 21)/ ^ 

The above rates may Ik* analysed as follows : 

Legal rate of interest 15 percent, per anWm. 

But according to VasSsljtha : 


Brahmanas (i’rits(s) 

- 24 |M'r cent. |>fr annum, • 

Kshatriyas (Warriors) 

- :jo .. V .. 

Vaishyas (Merchants) - 

- r. r. 

Sittiras (Working men) 

“ tx) .. .. ,, 

• 


The above findings indicate that over 20(K) years a^o a 
system of money-lending existed, in which deh^jite rates of » 
interest were prescribed — with this ix^culiarity, that the 
rates varied, not according to the nature of the transaction,*# 

‘ Th# word seih is sometimes speJt as %hrth or Mt. It still signifies a 
great banker or merchant. It Mxms to dcrivetl from the Sans^nt ivord 
shreskiha, meaning ' the best.' • * 

* On the Ofigtn of the Indian li^ahfna Alphabet, by G. B abler, 1S9S, 

pp 7-8 

* A Kars^hapana 20 ^faihae. 

* Cambridge History of India, vol. i. p. 248. Sec als^j Itfy&ks of the 

Bast. vol. ii. (edited by F. Max M tiller), 1879. pp. 238^1. 
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but in accordance with the particular caste to 'nvinch a 
borrower belonged. 

Evidence of Usury. It is also clear that the system of 
money-lending had with it the usual concomitant of usury. 
This is also evidenced from the early Buddhist literature, in 
which the term used in Hindu law-books for ' usury * (vraddhi, 
Pali vaddhi) is to be found.^ But it was held in contempt, as 
appears froih the special law made against it by Vasishtha, 
the well-known law-giver of that period. The highest castes 
were not to be usurers, hut the X^aishyas, who were traders, 
were excluded from the operation of the law. In tMe Jaiakas 
also, the condemnation of usury can be seen ; ' hypocritical 
ascetics are accused of practising it.* * 

But, if there was no sympathy for a usurer, there was also 
no encouragement for a debtor. Non-payment of debt met. 
it seems.^'with greater reproba/ion than the practice of usury. 
A debtor in those days was debarred from admission to a 
Sangfia or religious order. A bankrupt, in a Jaiaka tale, 
invites ' his creditors tcvbring their debt-sheets for settlement, 
only to drown himself before their eyes.* ^ 

Money-lending an Honesi Trade, On the whole, money- 
lending in then6‘M/ra times seems to have been an honest 
trade. In oneiif the Jaiakas * a patron, in enabling a hunts- 
man to better himself, names money-lending {ina-dam) 
together with tillage, trade and harvesting as four honest 
callings.** Another authority. Gautama [the law-giver, 
not Buddha] ‘ looks upon money-lending with equal toler- 
ance. * 

Momy-kpuiing and Trade. This classification of money- 
lending and trade as honest callings suggests that trade, like 
money-lending, must have l>een a regular feature of the 
economic life of the people in4he fifth and sixth centuries 
BX\, and raises the question of the relation which one business 

‘ CtmMdg* jpislory of ItxlU, wl. i. p. Ji8. • Ibid. 

» IM. • Ibid. » Ibid. 
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bore to another. According to the well-known 
Jataka^ * the Kaftias ^ of w^tem India undertook trading 
voyages to the shores of the Persian Gulf and of its rivers 
in the fifth, perhaps even in the sixth century, B.c., just as 
in our days. This trade very probably existed already in 
mipch earlier times. For the Jatakas contain several othar 
stories, describing uoyages to distant lands and perilous 
adventures by sea, in which the names of the Very ancient 
western ports of Surparaka (Supara) and Bahrukacha 
(Broach) are occasionally mentiorv^d.' * * , 

It follbws that some form of crcniit niachinery must have 
been necessary to finance this ancient ^maritime trade, 
although it is difficult to say how it actlially worke?d. This 
much is, how'ever, clear, that the trade operations were con- 
ducted by the Vanias, members of the Indian trading caste, 
who also acted as money-lcjtders. The present-day com- 
bination of money-lending with other businesses, which we 
shall describe later, may thus be traced back to as early a 
period as the fifth and .sixth centuries b.c. * 

Credit Instruments. to the use of credit instruments, 
it may be said that a beginning had*beer{ made, lliere 
appears to be no reference to hundis or bills of exchange in 
the early Buddhist literature * or in the*.S'«fr4*s, but *big 
merchants in a few towns issued letters of credit and we 
read of * signet rings used as deposit or s<‘curity, bf wi(g and 
children pledged, or sold for debt, and of I O U’s or debt- 
sheets {ina~pannani).* ** 

> Vunia or liania is derived from the Sanskrit word Vatttiya, or trade, a «4 
signihes a trader or merchant. The Gujarati word is Vamo. Thf ternf 
Bania has now come to have bad association of timidity and cupidity and 
it therefore resented by the traders and moneylenders who prefer to be 
called Vaiskyas, Mahajans, Sahukars, etc. For the meaning of these w(prd», 
See Glonaary at the end. * 

• BUhler. op. cH. p. 84. • 

* For the early Buddhist literature see Jatakas,, F.ngUsh translatton from 
the Pati text, edited by E. B. Cowell. 6 vola. 1895*1907, and Buddhist 
India, by T. W^ Khys I>avid», 1903. 

♦ Cambridge History of India, vol. i, p, 218. 
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Hoarding and Deposits. With the exception of the money- 
lenders, the people generally appeared to be in the habit of 
hoarding their surplus wealth and not investing it. ‘ Capital 
wealth was hoarded, either in the house — in large mansions 
over the entrance passage (dimta-koHuhaka) — under the 
ground, im brazen jars and under the river bank, or deposited 
with a friend. The nature and amoimt of the wealth thus 
hOtirded waS registered on gold or copper plates.' ^ 

Jndigemun Banking in the Second to the Fifth Ceniuries, 
, AJ). The first few centuries of the Christian era coincide 
with the prcKluction of the early law' books of the” Hindus, 
which are of interest, not only from the point of view' of 
ancient jurispnidence and fK)lity, but also from that of 
economics and banking. The most celebrated of ancient 
Indian law-givers is Manu, w'ho is considered by the Hindus 
to belong to very early ages j)Ut whose Code, according to 
the researdies of Prof. Jolly, may be assigned to about the 
second or third century A.i>. Next w'e have Vishnu in the 
third centurj’ and Yajpavalkya and Narada in the fourth 
and fifth centuries A. I).* ^ ' 

Importance gf AFoncydending. That money-lending, and 
the problems caanected with it. must have assumed con- 
siderable impurtanci^* by the beginning of the new' era, is 
suggested by the fact that Manu, in enumerating the legal 
titles^ undirr which his work is divided, gives the first two 
places to the ‘ Recoverj^ of Debt ' and ‘ Deposits and 
* Pledges.’^ ' 

^ Transition from Moneydending to Banking, The fact that 
*Manu devotes a special section to the subject of ‘ Deposits 
and Pledges ’ is significant as indicating that de{M)sit bank- 
ing; in sonie.form, must have existed at that period. People 
were enjoimxl to make deposits with bankers of good repute. 

' A sensible man should make a deposit (only) with a person 


^ Cambridge vol. i. p. 319. 


Ibtd, pp. 27H-9. *lbt 4 . p. 3S1. 
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of (good) family, of good conduct, well acquainted with the 
law, veracious, having many relatives, wealthy and honour- 
able (Arya).* * 

On this showing, a transition from the ‘ money-lending' to 
the ‘ banking ' stage may be said to have |aken place by the 
secopd or third century a.d. But there is no mention of the • 
payment of interest oi¥ the deposits at this early period. 

Recovery of Debt As to the * Recovery of D5bt,’ Manu 
gives wide powers to the creditors. 

' By moral suasion, by .suit of law, tty artful management or 
by customary proceedings, a creditor may recover j>rojH'rty lent ; 

and lifthlv bv force.' * • 

• * 

A curious mode of recovering debt from the defaulters was 
in vogue. Under the practice called Dharna, the creditor 
posted himself outside the debtor's house and began fasting 
till either the debt was paid or*he (the creditor) dieef. The 
debtor usually managed to pay the loan for f«ir of being 
injured by the ghost of the dead man. • 

Rates of Interest, 'riie^same rates of interest as those laid 
down by Vasishtha are given for this periojd. •Just two in 
the hundred, thre(% four, and five (and not more) he, a money- 
lender, may take as monthiy interest according to the order 
of the castes (I Virmi).' * But elaborate niles were made for 
safeguarding the interests of the borrowers : 

' In money transactionf interest paid at one time (not by instal- 
ments), shall never exce<*d the double (of the |>rinripal) ; on 
grain, fruit, wcx)l or hair (and), beasts of burden it must not t>e 
more than five times (the original amount). 

' Stipulatixi interest beyond the legal rate, being against (the 
law), cannot lx* recovered ; they call that a usurious way (of 

* The Lawi of Manu, translated by G. Biiihler in the Sacred of the 

Emt, val. XXV. p. 2S6, » 

* The Lawa of Manu, p. 262. ( f. similar elaborate rules regarfling 

recovery of debts. de][xmts and pledges liet out in Kauidya'$ Arthasa&tra, 
translated by H. Samsastry. 1915, pp 

* Ibid. p. 278. See atxm*. p. 5, 
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lending ) ; (the lender) is (in no case) entitled to (more than) five 
in the hundred/ * 

Further compound interest was prohibited. 

Indigef^us Banking from the Sixth to the Sixteenth Cen* 
turies. 'I^ere is ;io extant account of indigenous banking 
from thtf sixth to the sixteenth centuries, 'fhe originalSan- 
skrit and Persian chronicles of the period might yield infor- 
mation, but no one has yet explored them from this point of 
view. Fo|; our present purpose, which is merely to show 
that the ’indigenous bankers are of ancient growth and 
existed in different periods of Indian history, tlie following 
stray points ai'e ^rhaps not without interest. 

In the twelfth century the Jaina bankers were already very 
wealthy. This appears from an inscription in the famous 
Jaina temples of Dilwara on Mount Abu, according to which 
the firtest of them was built by two Jaina bankers between 
1 197 and 1:247 The temple must have cost an enormous 
sum of money. 

In the fourteenth century we find allusions to the activities 
of the Mul^aniyas, Wio they, were we do not know, but 
they played an fmportant part in the finances of the Delhi 
kingdom.^ • ^ , 

In the reJ^n of Firoz Shah (1351*88), the bankers of 
^Sarsuti, ninety kos (x 8 o miles) from Delhi, lent to the State 
large sums of money which were used for payments to the 
army.^ Furthermore, "JiioIditTs at Delhi .were paid by ' cash- 
orders ’ (tt/of) on outlying places ; these were discounted 
in Delhi by financiers who made a regular business of it, and 
earned a good income/ 

* TA# laws af Manu, p. 2 So, 

• * For « <:^|«chptioii of t!i« temples, see below, pp. ao and jt, 

* For this and the next point I am indebted to Mr. W, H. Moreland. 

* Tk* BuUjtry of India as kdd by id mtm historians. From the papert of 
Sk H. M. Elliot, edited by J. Dawson, 1871. vol. iii. p. 28a. 

* Ibid. 34b*7. Indne in the Imperiai GajwUeir. 1908 (vol. U. p. 365), 
has read the oHgina! paasafe m Persian difierenUy from Dawson, and we 
are left in doubt as to which tra^^tion is correct. 
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5. INDIGENOUS BANKING IK THE SEVENTEENTH 
century. 

It is fortunate that about the middle of the seventeenth 
century there came to India the well-known French traveller. 
J, B. Tavernier, who has left elaborate accounts of what he 
saw? Some idea of the system of indigenous bankihg at this^ 
period can be obtaineef from the following observ^atioiis : ^ 

Moncy-ihanginf^. ' In India a village must he very small indeed 
if it has not a money-changer called a Shroff,* acts as a 
banker tojmake remittances of money and isstic letters of ex- 
change. As, in general, these Changers have an understanding 
with the Governor!^ of Prtjvinces, they enhaneft the rujHH* * as 
they please for jmisa,* and the f)aisa for these .shells (cowries)A 
AH the Jews who occujw them.s(dves with moin^y aiul exchange in 
the empire of the Grand Seigneur pass for being very sharp ; but 
in India they would scarcely fie apprentices to these Clnuigers. 

' They have a wry inconvenient custom for payments, and I 
liave already remarked ujxin it in reference to goldert ru}x*es when 
a payment is made in that coin. They say that lunger a 
ruj.xx? of silver has Ix'cn txjined tlie less is it w'orth in comparison 
with tliow? newly coined <ir which have be<*n coinc*^ a short time, 
l>ecause the old ones having often passt cl by fiand,* become w^m, 
and they are in consequence lighter, 'rhus, you make a 

sale it is necessary to .say tfiat you requir*!i to \yt paid in Shafi- 

jahani • ruj^ees, i.e, in new silver, otherwise your payment will 

* 

* Tavcniier paid five visits to India (sec the preface to Travth in ^mdia, 
by J. H, Tavernier, transUfted by Dr. V, Uall, 0)25). Hi# first voyage 
seems to have been rAade about 1640. and the last atK:»u| 1665, The 
original French edition of his Trav$h was publislied in 1676. 

• Shroff signifies a goldsmith or a banker. The word in the original 
French edition is Cheraf, The word Shroff is Htill for a goldsmith in 
the United Provinces. In the Bombay I^csitlency, it is a term foi* an 
indigenous banker. 

• I rupee as. jd. • » 

* 46-56 paisa - 1 rupee. In the original French edition, tfie word used 
IS pacha. The coin is still current m India, but its prc»ient value is hxed 
at th of a rupee and does not fluctuate as it did in the seventeenth century, 

• Fifty to eighty emmas went to a paisa. 

* Skahjakani, i,e. coined in the reign of Shahfahan and therefore new. 
Tavernier uses the word Cha jenni. 
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be made in rupees coined ft/teen or twenty years or more* upon 
which there may bf; up to 4 jjer cent, of hm. For in the case of 
those which have not l>een coined within two years, | per cent, 
is demanded or at least Ith ; and the |K>or jx*ople who do not know 
how to redd tike year when therse rupees or paisa were coined are 
liable to be clu^ateil, Ix'caust? <w>mething is always deducted from 
* them, one pats<i or half [>aisa on a ruj>ee, and on the paisa three 

or four cowries. * ^ • 

« 

Die foregoing account shows how an indigenous banker 
was to lx: found, in the Moghul times, even in the villages, 
and how he performed the additional function <4 a money- 
changer, which yielded him gotxi profit. Some light is 
throwm on this business of an indigenous^banker by the then 
system of currency and coinage. 

Moghul Coimige. like Moghul system of coinage was 
distingjiished by the large number of mints, scattered all 
over the country from whicR currenev' was issued. Accord- 
ing to the Akbari, an original source of information on 
the reign «of that famous Moghul em|XTor, Akbar the (ireat. 
it appears that in his reign, even •'fter the closing down of 
several rninhs. gold coins were issued from no less than four 
pldces, viz., j\^ra. Lakhnauti. Ahmadahad and Kabul, while 
jjilver and copper ^coins were sfnick at ten otlier towns. 
Ixtsides the abov^e four.* 

* llie jvrincipal gold coin of Akbar's reign was called the 
S*^ansah. There were |w'o series of this round coin, of the 
same nanu^ and imprt?ssion, one weighing* loi tolas 9 tnashas^ 
and the other 91 tolas 8 mashas. The next gold coin w^as 
the Rakas, half the weight of the S*fu$nsah, whicii w^as again 
issued in two series, corresponding to the twH> series of the 
^"hap^mh. Besides these, twenty- four other gold coins are 

mentioned, and in some c*ises there appears to be more than 

• 

' Tavemk-r. i. pp 24-25 

4khmr*, by Abul-Fatl-t "Allami, timnjdt&teU by Hkchmaitii And 
jAfeutt, J073., vol, i, p. 51, 

• la mmkm* 1 180 grains^ 
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one issue of the same coin with no difference in name but 
varying in shape or in weight.^ 

The gold coins, however, were not so much in use as the 
silver ones. Of the latter the most important coin was the 
* Rupee/ round in shape and weighing ri| tmsUks (almost 
the same weight as that of our present^* rupee/ ^which is ^ 
iz pfuxshas). This was^ first introduced in the reign of Sher 
Shah, but was greatly improved by Akbar. On one side of 
it were the words, ’ Ciod is greatest, mighty is his glor>%* in 
Persian, and on the reverse was the^date. As tb the value 
of this principal silver coin, we are told in the Atn-i Aktmri 
itself that, ' although the market price is sometimes more 
or less than 40 dattis, yet this value is always set upon it in 
the payment of salaries.'* Another silver coin first issued 
by Akbar was the JafaUih which had the same weight and 
impression as the nipee Init w^is square in shape.* ^ Then 
there were seven other subsidiary coins, the smallest silver 
piece being tin? Suki which W'as rujXH?. There*were copjMur 
coins, tw, in circulation, beginning with the Dats, forty of 
w'hich went to the ru{>ee? The smallest copjHT coin was the 
Damri (J dam), ’ * * 

Imagine thcs<? niimerotis coins,* some of tliem of the sahie 
denomination, but all diffbYing in rnarkyt vij^ue, and sonte 
idea can be had of the scope of a money-changer's business 
and the profits which must have attended it. Note# that thb 
gold, the silver and even the copp#;r coins were not over* 
valued token coins, but were of full bullion vaJwe. Every 
change in the value of either gold or silver bullion or of raw 
copper, therefore, affected the exchanges. ^ 

Allied Occupations carried on by Money-lenders, The 
Moghul system of coinage afforded yet other occupations Jo 

^ Atn^t AkbaH, pp 2^30. • Ibut, p. 31. 

* Yet a^noiher r«p««. a little Wm 11/ weight ttiAn the fataiak ax^d o^hciaily 

at 38 dams, was also cuirent [Ain-i Akbun, p 33). 

* A ti&t of 46 gold, 125 sdvef, and iig copper, cotm of Aktm‘§ reign ii 
given in the CauUogm of tk* Coins in ike Indian Muuum. Calcutta, hv 
M, N. W^right. 1908, pp. 9 seq. 
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the nKmey-Iendtug class. The second officer of a mint was 
called a * sarraf ' ^ whose bimness was to assay the metals. 

* On account of the prosperity of the present age, there are 
now numbers of skilful mrraf% : and by the attention of his 
Majesty, Akbar, gold and silver are refined to the highest 
degree of purity.* ^ The fifth officer was a * merchant * who 
’ buys up gold, silver, copper, by which he gains a profit for 
himself, a%sists the department, and benefits the revenues 
of the State, Trade will flourish, when justice is everywhere 
to be had, and when rulers are not avaricious.' * The sarraf 
w*as |xiid by the fees, wliile the * merchant ' earned his own 
profits. 

Parshmny oj ludii^enous Bankers. Referring to the indi- 
genous bankers* business of assiiying the precious metals, 
Tavernier was struck by the parsimony of the Indian business 
men. ^ Of all the gold which remains on the touchstone 
after an assay has been maefe,* he writes, * and of which we 
here make ifo account, far from allowing so small a thing to 
be lost, they collect it with the aid of a ball, made half of 
black pitch, and half of w*ax, with which they rub the stone 
wliich carric^a thcvgold, and at the end of some years they 
bufn the bairand so obtain the gold which it has accumulated. 
The ball is of Jhe sue of our teimft>-court balls and the stone 
is like those which our goldsmiths commonly use/ * 

• Bills pf Bxchafige. Tavernier also mentions how the 
foreign trade of the cou|Ur>' in tlie seventeenth centurj^ was 
financed f^rtiy by cash and partly by bills drawn on Surat 
and payable in two months. He goes on to give the follomng 
rates of exchange, * At Lahore on Surat the exchange goes 
up to 6| per cent., at Agra from 4I to 5 ; at Ahmadabad 
ftjpm to i| ; at Sironj to 3 ; at Burhanpur from ij to 3 ; 
at Dacca to 10 ; at Patna from 7 to 8 : at Benares to 6.' ^ 

* Smrmf til tbc same as Shw^ff. * Atm-i Akbart. p. t$. • fbU, p. 10. 

Tavomw voi, t. p. 19. The practice still prevails amiiog 
tlw Indian foldsiiiithj* 

* itdd. p. 30. 
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Bunkers* Risks. The bankers in those days, according to 
Tavmuer, ran the risk of losing their money on the bills of 
exchange, if the goods against which they were drawn were 
stolen in transit. This may partly explain why some of the 
above rates are higher than others, the risk involved varying 
^ ac(:ordingto the centre from which the gootA were dis|>atched. 

InXigemus Bankers and the Moghul State, It thus appears 
that the indigenous banters of the Moghul period 4 >Iayed an 
important part in financing the trade of the countrj^ by 
means of credit instruments. But what is even inOie striking 
is the evidence of the signal services they rendered to the 
State, not only as officers of tlic Royal Mints, but also by 
advancing to the I^yal Treasury large sums* of money in 
times of national need. How powerful they must have been 
may be inferred from the fact that we find such an orthodox 
Mahoraedan Emf>eror of India as Aurangzeb honouring 
Manik Chand, the most eminent banker of his time, with the 
title of * Seih/ Seth Manik Chand had six brothers who 
were all great liankers. Urey came from an important 
Jaina family, their fiith(T4>eing himself a great banker of the 
seventeenth century. SetlC Manik Chand bad m issue and 
therefore adopted his nephew, Fateh Chand. who was hiifi- 
self an eminent hanker oF^Murshidabad. The latter was- 
the first banker in India to receive the distinction of the 
hereditary title of Jagai Seth (World Banker) from the* 
Emperor Famikhsiyar, in recognition, of the extensive rnone- 
tarj' help which he had given to His Majesty in his irampatgn 
against the Emperor Mouzm Deen. Such was the royal 
favour bestow^ed on the family of Fateh Chand that from 
that time no Emperor of Delhi sent the Khillai [Robes of 
Honour] to the Naxim of Bengal without stmcling one to the, 
Jugut Seth} 

t 

* Tlii« account is bsstfO on informatiofi contained in from tks 

VmpMuked Buitrdi of G&vrmmumS, vol. i, tor tJac year* 1748-1767, by 
Rev. J. Long. Calcutta, 1S69, pp. 578-9. I have modemtMd tiitt 
of fbf > 



i6 INDIGENOUS BANKING IN INDIA 

4. EFFECT OF CONTACT WITH THE WEST. 

Advent of the English, It was in the Moghul times that 
certain qxich-making events occurred which were eventually 
to affc^ct fundamentally the w'hole system of indigenous 
banking In India. History records how, thanks to the 
progresSfOf stja communications, in the seventeenth century, 
foreign traders came all the way frogi the West to establish 
trade relations with the East. How these traders financed 
their commerce with India, in those days, when the West 
had no banking reiatjfms with the East, how scK^n cr<?dit 
links were formed, what sha[.Hrs they took, ami how the 
indigenous backing system was af(e< terl by the arrival of the 
foreign traders, in the early days of llieirVtt lenient in India, 
arc subjects of great interest and importance. Tlu' East 
India Company Records <ieposited in tlie India Ofiice iind 
other Tontem}M)rary sources are a mine worth working and 
should yield valuable material for an irn[>ortant jK!ri(Ki in 
Indian banicing history', about which at present we know^ 
but little? 

Answers to the questions enurnefiited above would need a 
volume to ^lieniselves, they he beyond the scope of the 
piWnt stud];. But a few words in regards to them may 
hot only serve as disconnecting Iftfk between the past and the 
present, but also be useful for a better understanding of the 
presiMit^nd the future. 

Methods adopted by the English Traders to meet their Credit 
Needs, Wlien the English traders came to India in the 
seventeenth century, the indigenous banking system was 
already establislied. But, while they required some machi'* 
nery to satisfy their credit needs, they could not easily make 
«sc of thf indigenous system. They on their side were not 
conversant with the language of the indigenous bankers, 
while the bankers had no experience of the finance of Western 
trade. In order to overcome these two-fold difficulties, two 
remedies were adopted. 
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In the first place, we find that the English merchant houses 
which were establislicd in Calcutta took upon themselves 
the business of banking in addition to their commercial and 
trading activities. 

At the same time, the importance of forming connections 
with the indigenous bankers, who held ^ high pla^^e in the 
financial and fx»litical activities of the country, was not 
ignored. Tins can be seen from a letter which the Court of 
Directors wrote to Fort St. GiHJrge in 1677. In that letter 
they offered twenty {wninds reward any our I^rvants or 
soldiers as«shall Ik? able to spt*ak, write and translate the 
Banian language, and to learn (lieir aritlunctk/ * The 
Banian, or, to give ftjem their projH'r name,*r<itx/>viis, are the 
oldest indigenous bankers of India, about whom we shall Icam 
more liereaftnT, 

Internecine Disputes ami Jmii^enous Bankers, The (;oming 
of the foreign traders coincideef in India with internal dis- 
sensions and w’arfare At the beginning of the leventecnth 
century, the Moghul Empire w*as at its zenith ; the latter 
years of the reiitur\' manked its downfall. Wars and chaos 
are nowiiere conducive to* the maintenance (H trade and 
commerce, and shiKk to trade and commerce^ often results 
in a breakdown of the tiedit system^ T^je indigenoin? 
bankers could not remain unaffected. Their birsiness, in 
the nature of things, received a nide blow, their deciine hacf 
set in. 

But the wars in India, as elsewhere, if injurious t# banking, 
the feeder of trade and commerce, could not be carried on 
and prolonged without being themselves fed by money. 
Money w*as wanted and the indigenous bankers in India con- 
tributed their shan?, just a.s the goldsmiths, the privat# 
bankers of London, had furnished funds for CromwcU to 
enable him to conduct his cam|>aign. Without such help, 

^ HxtwacU thf Ciyicmment Htcmdi »ft For# St. Madras 

(1670-1677), vol. i p. iS. riwi ttalic« are miom. 
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the history of England and of India would have hem written 
in a different way. 

Assisfiame Rendered to the English by Indigenous Bankers. 
Mention has been made already of the famous banking house 
of the Jagat Selhs, the Rothschilds of India, and of their 
iniporta:^ce as thi’ greatest financiers of the times. How 
cordial their relations were with the English may be imagined 
from the following account given by t^e Rev. J. Long, 

* In 1759 Clive entertained Jaggat Seth for four days at a cost 
of Its. 17*374; the iteim are given ; among the presents are 
I otto box set mth diamonds Rs. 3,222, 8 tweerer ca^ at Rs, 55 
each. Rs. 500 was given to servants. 

' Attached to the English they paid the penalty for it in being 
flung like dogs from the bastions of Monghyr fort into the raging 
Ganges by Kasim Ali. 

' The sons tried to rally in business, and we find in 1764 the 
English Government borrowing 5 lacs from them. 

* In 1768 the Court of Directors, directing the debts due by the 
Government to the Sets to be paid, remarks ’* that family, who 
have .sufftred so much in our cause, are particularly entitled to 
our protection * 

Revenue Colleftion through Indigenous Bankers. The 
Bengal Districts Records of the eighteenth century show 
that the revenue was not paid#i>y the land-owners to the 
revenue officers of the East India Company direct, but was 
collected through the agency of the indigenous bankers. 
Tlie practice was rathejr curious. As the land-owners were 
unable to f;oUect their dues from the cultivators at as frequent 
intervals as the Government instalments fell due, the indi- 
genous bankers agreed to be their sureties and paid the 
revenue on their behalf in bills at fifteen or twenty days* 
date.^ As these bills became due, sealed bags containing, 
according to tlie bankers’ assertion, the requisite value in 
» Long, ril. vol. i. p. xli. 

* Brnget Duuia Buoris (edited by W. R. Ftmuaiter, C&lcam, 1914, etc.), 
vol. i. (1770-1779), pp. 15-16. A eimilAr pmetke In 

iBrnaam even In tbe ninetoentli oentmry. 
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mrmny or khatanmU shi ^ coins were delivered into the 
Titsaisiiiy. At irregular intervftls these bags were exchanged 
for Arcot rupees, the currency current in all parts of the 
country. The bags could not be opened by the Treasury, 
because the indigenous bankers were ‘ averse to the opening 
and inspection of them, declaring it to be contraiy to the t 
estalbilished custom of Jhc country and destructive of their 
credit/ • Tlie system was an old one. * The oldest of the 
revenue ofticers here ' writes a Collector in i77y» ‘ declare 
that it existed before their time/ * # 

From tho administrative point of view, the above mode of 
collecting revenue had two main drawbacks^ Firstly, the 
State lost a portioh of the revenue, which the indigenous 
bankers appropriated to tliernselves in various ways. 
Secondly, the State was t(X) mucli dejK*ndent on the bankers. 
Steps were taken to abolish th^ system in 1778. On 20th 
January of that year the (iovemor«( General in Council, in 
addressing a letter to the CoUechir of Rangpur, recom- 
mended the institution of an inquiry into the whole system 
of revenue collection, w*ith a view to forming: ‘ such an 
adjustment with the zemindars for the y|!ar as sh^ll 
free them from the intermediate charge whiali is imposcxl 
upon them by this connexion ; placing^ the# Company as* 
nearly as can be in the stead of Shroffs, but without exacting^ 
any increase in their jurama [total dues], and regulating tjie 
kishbundee [instalments] by the fusifilbundee, or estimated 
produce of the harvest/ * ^ 

Indlgmms Bankers* Decline, By the end of the eighteenth 
century the indigenous bankers api>ear to have l>een shoen 
of much of their glory . The incess-tnt wars and unsettled 

* These coint. upclt tjy I■''i^mll5ae^ khaMna were from the* 

Cooch I^ar mint {tbtd. p, lO), They were uimkJ m revenue inaymcnt^ and 
wfere curttnt in the province of Hangfior only (*ee letter from G, Purling 
to the Governor '•C^neral, ai«t Getober, 1777. in tMl, p, 231 , 

* Letter from same to mme, 34th September, 1777 (iM, p, 17). 

• l^ter frean same to same, nst October, 1777 p. 23). 

♦ XHifrtcf Ifecards, vo^ i, p. 33. 
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CQnditi<»is of life which marked those days had marred their 
business. They were sometimes unable to redeem their 
promises, some of them were led to adopt questionable 
devices, while not infrequently they were cheated by their 
customers. 

of Oppression by ih^ir Debtors, There is historical 
evidence tliat the indigenous ban|f:ers* claims on ruling 
princes v^ere sometimes evaded, or not satisfied. For 
example, in November, 1795, the Vizier of Oudh was indebted 
to the bankers to tho extent of R. 1,02,40,120, besides 75 
lakhs which was owing to officers on account* of s*ilaries 
un|>aid.* It appears that the Vizier came to s(jme private 
settlement with the bankers, by which tfriey were to receive 
the outstanding principal, reduced by half the amount of 
interest which had been paid to them previously, in full 
satisfaction of their claims.. The liouse of Dwarka Das, son 
of Gopal Das, did not agree to this stipulation, and demanded 
payment of the principal in full, while waiving the question 
of interest. 

But these debts remained unpaid. In 1798 when a treaty 
w;as being made' l>etween the East India Company and the 
Vjzier Asaf-uM)owlah. we liml Sir John Shore, in omitting 
an article alMUt tke private de!>ts of the Vizier, recording as 
follow.^ : 

/ On ihi.s subjn't I infonned the Nalxib that although the 
article was willKkawn, ;l was left to his equity to satisfy such 
claims asdic miglit deem fair and just ; in this class he would, 
u^x>n inquiry, probably find the detuaniLs of the Shroffs upon the 
Vizier, and if so, that it w'-ouid ht* his interest not to overlook 
tkrm/ * 

^ Again, in 1801, Lord Momington (Marquis of Wellesley) 
observ^ed on the same subject ; 

' The justia^ and necessity di discharging the fide debts 

* Parlkiiie&tary Ectarn on (H. of C., No* 415 of tSaa), 

p. 8. 

• /Nrf. p. 10* 
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to the native creditors of the State, and also the an^ears of the 
dvil and nuiitarv^ establisi^ments, are apjwent, and it might, 
with strict pmpriety be expect«*tl, that the Nawaiib should apply 
a part of his treasures to the liquidation of these demands/ * 

The Vi/ier's attitude in the matter may be gatfiered from 
the following article, which among others he sent# in May. ^ 
1801* to the Govenior-iieneral for his approval. 

' The p;iyments of tht‘ debts of my predt'cessrJr, Asophul 
Dowlah is not stipulated for in the existing tieatjr^ (vi/.. the 
Treaty of I am moreover uualjiie to liquidatif the debts 

contracted ui the late reign ; but this is an atlair which be 
adjusted lK‘twe<*ii the State and the creditors of tlie late Nawaub. 
the treaty btung silent on this sub|ect/ * , 

Another imjKutant rase in which the bankers' claims 
suffered for a long time was that investigated by the Caniatic 
CommissiontTs. who were apf>oint<*d under an agreement 
concluded on 10th July, 1H05, between the private creditors 
of the late Nabobs of the (’arnalic and the *East India 
Company, llie reports of the Comtnissioners jSiow that 
large sums were owing to tlie tw^o big hanking hous<*s of 
Bavany I>oss Nanas^i Soucar® and Dava dimiAinii Cashtie 
Dass Soukar. among otliers.^ 

1 he Bankers' MalpraclicH. On the ot^er l>|ind. cases an# 
on record which reveal questionable practices on the part of 
the indigenous bankers. The following extract fiHmi Mr* 
Thackeray's report on Ganjam. date«j 15th February, 1819, 
speaks for itself, • 

‘ In the cas#» of the private debts, the suit might perhaps l>e 
heard in the usual courts ; but it is incumlxmt on them not 4o 

* I^lkmetitary Ketwrn on Cakuita Hankrrs, p 13, • fM. p. 14, 

•The right word ijs Sakukit^ which a money'lfndc%or Canker* 

It mifcmisi to have t>ren tkhved from the Sanskrit word mdhukar, rrieaning 
* nght*dcMrr/ Ct. ‘ village * tWft term wrongly uied by G, Keaiiwgc 

{Hur^t Bc^mmy iw Mr h<^mi>ay Decdtn, 101 a, p 3 *) ; alM» $am0r used by 
G. F, Shirras {Indian Pinanit and Banking, i^ao. p. 341 ). 

• Piurltanietitary Ret ant cm Cwmaiic Dabls (H. oi No, 114 of tSjjo, 
vol. Jtv, pp, 563 et upf,). 
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decree at once upon bonds given by the Rajahs, however reguiar 
and formal such bonds may appear. The court must inquire 
into the facts, and kx»k at the accounts. Such bonds are often 
exacted by Soukars and other creditors, when the Rajah is in 
distress. He may want live thousand to pay his kisi |instaiment); 
the Soukgx agrees t6 advance hve thousand, provided he gives a 
l>ond. and |>erhaf>s mortgages a district, for the amount of some 
former deb^. with interest at two per cenf. a month. The Rajah is 
pushed for the money, and signs the bond for the old debt with 
this usuriou«i interest and perhaj>s the new debt also included/ ^ 

To take another example, it appears from the Duncan 
Records • that the Benares bankers * appropriated R. 17.084 
4 a. on the of repaying Kiitb Aji's debts to them 
for the preceding year. 'Hie Resident ordered tlie refunding 
of this amount to the public revenue. But the bankers of 
Benares were so offended that they combined together and 
refused to give their notes. Called dakhilhs, for the next kid, 
or instalment, until the Resident agreed to the deposit of the 
sum in we of their oum houses, subject to the Resident's 
final orders, l^ter it was discovered tliat further amounts 
to the extent of R. 70.000 had been misappropriated, but 
ret^overy wds difficult, liecause of the j:K)werful |X)sition of 
^he bankers under tlie system in /orce of collecting the State 
revenue. Each instalment was realised, not in cash, but by 
means of dakhiU^iS, payable in a certain numl>er of days. 
The renters Ixnng generally in arrears to the bankers, the 
latter exacted their own tenm for the dakhilias from the 
former, as well as sometimes from the Government, before 
paying the dakhilhs for the next kisi. The Resident had 

* SihaHm of Pmpift from iJkt Ritords at ih* Bast India Himse, tSao, 
yol, I p, 9^5 

* from ik§ Buneam Records, by A. ShAlce»peiire. vol. L, 1S73, 

PP 53 S 4 ^ 

* The bankers of Benares occupied a high place in society. The" Nowptee 
Mehfttittts (Wokefa] of Benares, when defeodanU/ were exempt istm 
ivtmhdtiXidl security of appearance in Civil Courts, accordmg to the ISei^t 
Ksipitattoii No. S, Sectimi 10, of i795> ^ Oigrri of tk 4 B^mgat 

'mmd Lm»$* by J. E. Ctaebrooke, Calcutta, 1807, vol. i. p, 
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thus to ccmtend with the conflicting interests of the renters, 
the bankers and the Raja. 

Sew Credit Iftstifutions. With the decline of the indi- 
genous bank(3S and the gradual progress of English trade and 
dominion in India, a need was felt for t^e establishment of 
ban|:s which would meet both administrative reqflirements • 
and the demands of ti;^de. These twofold needs led, on the 
one hand, to the creation of Government treasurils and sub- 
treasuries and, on the other hand, to the founds tjpn of early 
European banking institutions.* • 

Their Effect <m Indigenous Banking. A question naturally 
arises here, how did the westernf contact and the new banking 
institutions affect Ae indigenous banker ? A complete answer 
to this question cannot be attempted, as it is not. strictly 
speaking, germane to the present work. But one or two 
important changes may well bc^oticed. If we compare the 
present functions of an indigenous banker withjthose which 
he performed before the advent of the foreign traders, we 
riiall find that he no longer plays the role of a revenue 

collector or that of a State banker. 

• • • , 

At the same time, he has lost much of thi mopey-changing 

business. In Akbar's reigji. we have seen, money-changing 

was an important and lucrative function ofaan indigenous 

banker. During the period from Akbar to Bahadur II. the 

total number of mints in use, at one time or another, jras 

about two hundred. In Aurangseb^ reign alone there were 

no less than seventy mints * from which cf>ins w%re issued. 

It is not surprising, therefore, that, towards the end of the 

Moghul period, there was a bewildering collection of coins, 

some of them of the same denomination, bearing different 

dates and circulating at varying values in different plbts df 

Uj* country. To change onewkind of currency for another, 

* For «ua t]itcr«stiii|t Account of «oine of tfieie, «ee B«fly Euwepptan Banking 
in india, by H. SinliA^, 

• impofidU GaioBaaf af indm, 1907. iv. p. 514. 
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the services of an indigenous banker were always in request. 
The man in the street knew little about the fluctuations in 
the rates of exchange, and the banker made the most of this 
situation. Even in the beginning of the nineteenth century, 
when steps^were taken by the English to reform the currency, 
^four different rupees (which had taken the place of mt^el- 
laneous coins) were current — the Murshidabad rupee of the 
nineteenth ^year of Shah Alam*s reign, weighing 179! grains 
{^75 ‘9 grains pure silver), which was known as the sikka 
rupee ; tlie Surat rujv^e, containing 1647 grains of pure 
silver ; the Arcot nipee of grains pure siver, when 

first coined at (he mint of Fort St. George ; and the Lucknow 
nipee of the Vizivr of Oudh. containingf 165-2 grains pure 
silver when it was adopted for coinage at the Farukhabad 
mint. The sikka rupee w'as the principal standard of value. 
Besides these there were al^ various gold coins— the gold 
Mohur of Bengal, the old Bombay Mohur, the Bombay gold 
rupee, various pagodas of Madras the Star pagoda, the 
old pagodtl and the Porto Novo pagoda), also the gold rupee, 
half rupee and quarter nipee, which took the place of Madras 
papodas under a itegulation of iSftiS. So profitable was the 
business of mpney-changing that some bankers took to it 
Exclusively, Thes^ were called "Podars, or money-changers, 
as distinguislied from other bankers who were known as 
Shroffs, » In 1835 a imifonn currency was established in the 
whole of British India*, when the Madras rupee, approxi* 
mately eq\ial in value to that of Bombay and Farukhabad, 
weighing 180 grains, out of which 165 grains were pure silver, 
was adopted as the standard for the whole of the G)mpany*$ 
dominions in India.* As a result of this imfxirtant currency 
reform tlys department of the banker's business w^as con- 
siderabty reduced. But money-changers were not altc^ether 
wiped out of existence, for they still continued to exchange 
the principal coins for the subsidiary ones and vice versa. 

* Th« Silver and Cold Cenaa^e Act (Act XIX o( 1S35). 
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With regard to them Cooke m«ikes the following interesting 
observations : 

' We have the shfoffs and podars exercising a se|>arate vexation. 
The inferiors of the chiss generally sit in bootlis the large 
throiiglifares, or most frequented places, where they exchange 
silver for copjxr or cfjpjxr for silver at a small {iffoitt. Th^ 
sujxriors almost exclusively confine themselves to the purcliase 
and sale of foreign coiifs, the value of which fluctuates with the 
supply and not infrequently, yields them a handsome profit/ ^ 

AttHudf of indigenrna Baftkers, ^\Ve have sfei that the 
effect of t^e early European wars in India was, on the whole, 
unfavourable to an indigenous banker’s business. We have 
also seen that thttc nrrency reform of i8 ]5 intr<xluced by the 
British administration caused a curtailment of liis functions 
in an important direction. But we have yet to see the 
effcTt of early Eurojx^an !>anking institutions in Indijf on the 
indigenous system of banking. * Broadly spt*aking, it may be 
said that the indigenous banker maintained a si^parate 
existence without fonuing any connection witlt the early 
European banks. The reason is not difficult to give. Each 
.system had a distinct and* .separate existoiiccf, 4>ecause each 
had its own particular function. The indigenous bariker 
coflcenied himself with tht* granting of^crccjit to the agri- 
culturists and the artisans iind the financing of the internal 
trade of the country, while the early Europ<»an banks cod- 
fined their activities almost entirelu to the tliree Prc^sidcncy 
capitals, providing remittance and deposit facilities, chiefly 
made use of by Euro|>eans, and financing the external trade. 
So the two kept apart and no concerted effort was mad^ to 
co-ordinate them, although, after a time, indigenous bankers 
found it profitable to increase their capital resoujces by 
borrowing from the Presidency banks, and latterly from the 
Imperial Bank, or to act as sureties for other borrowers from 
these banks. 
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Ii$ Cm$equenc4S. The attitude adopted by the indigenous 
bankers towards the new S 3 ^tem resulted, in course of time, 
in serious consequences. These two important members of 
the Indian ^money-market have remained in mutual ignor- 
ance of the doings %nd methods of each other. This ignor- 
ance has Ifcen unfortunate for both. The indigenous baiter 
has continued in his old ways without profiting from new 
experiments. His technique has not been developed, and in 
its higher branches his craft is obsolescent. The new bank- 
ing institutions, on the •other hand, have not been able to 
assimilate the time-honoured traditions of the soiFon which 
they are planted. They have not entered into the lives of the 
people by penetrating into the villages, which hold the 
teeming millions of India. Very little attention has been 
paid to the operations of the indigenous bankers, although 
without* taking account of th<^ no description of the Indian 
money-markjt can be considered complete, no satisfactory 
remedy of the banking ills can be devis«Hi 

It is therefore a question of great practical interest and 

importance at^the present time, yhether it is desirable, in 

the, interests *of the industrial and economic life of India, 

that this division betw'een the two systems should continue. 
» ** 

It is contended<3y same that the w’orking of these institutions 
sjde by side, usually not in contact with one another, is a 
great haiidicap to the progress of Indian economic regenera- 
tion, Is this a correef representation pi the situation ? 
According \o the w^ay in w^hicJht this question is answered, 
Indian statesmanship must plan the future of indigenous 
bafiking. The consideration of this problem must be pre- 
ceded by an analysis of the system as it exists to-day. 



CHAPTER 11 


STRUCTURE ANp FUNXTIONS OF INDIGENOUS 
BANKING 

1. NUMBERS AND DISTKIBUTIOJ 
Ik the first chapter a distinction ifas been drawn between 
'bankers^ and 'money-lenders.* It may now be asked, 
what is their numerical strength ? No prmfft answer can be 
given. In the Census the cla.ssification acording to occupa- 
tion contains no separate groups entitled * bjinkers * and 
* money-lenders.* All that we find are statistics of the total 
numbers (including eniployc%)^cngaged in bankiiig,*moncy- 
lending and allied activities. Bank managers, money- 
lenders, exchange and insurance agents, money-cljangers and 
brokers are enumerated in one group. The numl>ers of this 
group in 1921 were 344, V35 This figure 15.4/1 over-state- 
ment of the actual facts, for at the time of the* Census ewry 
one whose family has aii^thing to do with*moncy-lendii|g 
likes to b<% and often is. retunuxi as a baifker.* Bearing these 
considerations in mind, some idea of the gi;*ographical distd- 
bution of the hankers and money-lenders may be obtained 
from the map facing the first page, on which^are shown 
the numbers of the above group in the various provinces, 
expressed as percentages of the population. On the map 
are also indicated the principal centres of indigenous banlting 
and the distribution of the l>anking castes of India. 

2 BANKING CASTES, 

This brings us to the question as to whether the profe»on 
of banking is confined to any particular caste or castes ? 
The answer is that it is and it is not. 
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Monsy-^lending. So far as money-lending is concerned, 
any one and every one takes to it, A member of any caste 
who may have a little money in hand can hardly resist the 
temptation^of lending it out to neighbours, so as to supple- 
ment his usually linjited income by the interest thus earned. 
Retired Government servants are not infrequently to be 
found doing this business. Cases ar^ numerous in which 
masters assist their domestic servants with small loans, de- 
ducting the ^interest and a portion of the principal every 
month, till the whole debt is wiped away. Indian ladies, 
especially widows, are adepts in this kind of transaction or in 
advancing money against the security of gold and silver 
ornaments. It is *said that the women ih the Punjab are 
remarkable for their skill in the latter ofH?ration.s. 

Banking, But with indigenous banking, «is distingthshed 

from mtre money-lending, thg case is different. Of the four 

well-known castes of India, viz,, the Brahmana, the Ksha- 

kiya, the Vaishya and the Sudra, tlie principal caste engaged 

in bankingls the Vahhya, Among the raisAyas are included 

the Jainas, Mamaris and CheUis who are the most important 

bai\kers in Iiqdia * Next to the Vaishyas there are. in the 

Ihuijab, the KJkairi and the Arora bankers. The Kkatris 

claim to be thtvKsAif^/M‘v«s. while the Aroras are one of their 

sub-castes. But these castes and sub-castes are all referred 
% 

to alike as the ‘ hanking castes ’ in the following pages. 

Tht Vaiikyas. Taking the Vaishyas l^rst, their banking 
operations Vover the whole country and they are also the 
ubiquitous money-lenders. There is hardly a commercial 
town in which they are not to be met with. Their function, 
according to the caste system, is to engage in trade. Most 
of the tot<;mal trade and commerce of the country is, at 
present, in their hands. Usually simple and unostentatiotis 
in their hatnts, they lead a life of thrift ahd economy which 
sometimes degenerates into niggardliness. But, for all that, 
they are the most forward in^sptmding large sums of money 
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in acts of public utility or charity. They have a 
habit of setting aside a ceitain percentage of the profits 
accruing from business to be spent in religious charity. This 
fund is known as the Dharmkkaia^ 

The Jaims. The Jainas, known in some places as the 
Smvakas or Saraogis* are the followers of an ancient re*; 
ligion, which is distinct from both Buddhism and Hinduism, 
Their religion enjoins them to lead a simple life, with the 
ideal of having as few wants as possible. They are extremely 
courteous, polite and hospitable. A Jaina saint is a model 
of plain living and high thinking. 

The Jainas are among the richest comm\y)ities in India, 
and are well-knovt^i for their munificence ifi religious matters. 
Their temples are famous throughout the country for their 
architectural Ix^auty and their costliness. T\\e Jaina 
temples on Mount Abu are unpivalled in minute delicacy of 
carving and beauty of detail, 'they are built entirely of 
white marble, although there are no quarries of that stone 
within three hundred miles ^ • 

In recent years there has been a tendency to apply some 
of their charitable funds \o education anti wqtks of public 
utility. Sch(x»ls and hospitals have been founded in many 
places. Sir Seth Sarup Cffandji Hukam,Chapdji has opened 
no less than nine iirstitutions in his town. He was the only 
individual in India to contribute a crore of rupees to the 
Indian War Loan Fund. • 

Being largely traders the Jainas are scattered til over the 
country, but most of them belong to Kajputana. the Bombay 
Presidency and the Bombay States, including Baroda. » 

7 he Marwaris, The Marwaris, who arc either Jainas or 
VaishminUs* come from the Marwar State of Kajputana and 
^ It }«» canard by Uixe Ch^it. 

* Siirmtu IS ^ form of the Sjmskrit word SrOcMkas by which 

the Jaiiu laity a.re known m the JuitiA 
•See above, p. lo, and below, p. 71. 

♦The are the who worship i'uknu. 
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Central India. The ina|ority are settled as penmanent 
residents in central India, but ^me of them travel from one 
place to another in search of business. Quite a number of 
Marwari merchants and bankers have migrated to trade 
centres like Bombay and Calcutta, whence they return home 
pfther when trade is slack or to perform religious ceremonies, 

Th4!^ CheUis, 'Oie CheUis} sometimes called CheUiars* or 
Nagarathas,^ arc the well-known trading and banking caste 
of southern India and also of Burma. Among the Chetiis 
the Puvathihukudi CheUis are small traders and money- 
lenders, They travel about the country with small bags on 
their shoutders«and may be likened to gipsies. But of all 
the CheUis, the NeUtukoit&i * CheUis are life most im|K>rtant 
as bankers, lliey have a reputation throughout the land 
for their spirit of adventure and entequise, for their natural 
sJirewdness and ability and fyr their acts of munificence. 

Of the NaUukotiai CheUis, it may be said without exaggera- 
tion that they are the most charitable class in southern India, 
well-knowif for liberally endowing temples and spending on 
religious ceremonies. They especially worship Siva and 
spepd large s\iins\5f money in the construction of new, and 
the repair of old. Siva temnles in the that Siva gives 

them wealth. 

This to a .stuueiu oi iinuan economics may not appear as 
a wcll-directt?d channel of charity, but apart from the pro- 

^ The name CkeUi in Imth to denote « distinct caste and also as a 
title. ChiHi Tamil for a moTchant. * 

* CAelfiar is the plural of CkgUt — usually an honoriSc plural. 

* There is some doubt as to the signihcance of this term. Some bold that 

it i»j,der»ved frtrm the word itself, which mteans a country fort, 

Otlienr say that it is a corruption of y iUaf&angkoim*, the name of a small 
village near Sivagangra swrf Tnhrs o/ fndm, by E. Thurston. 

Madras. IWf. vol, v. p. 252!. It may be that the word comes fmm the 
Sanskrit eacpitMUiton AaesAoh . meaning owner of nine crorea I understand 
from Sirdar M. V. Kibe. I>eputy I'rtme Minister of Indore State, that his 
frandfathex. a great banker, was called Navak^t SMyan, on account of 
hts immetiie wt^th. and so wcare other bif bankers for the same reason. I 
am aino inlormed tl^t the peximns engaged in banking in Maharashtra were 
lonneriy called Nmikt, a word which is now used as a surname without 
ttnceioartly implying a banker. 
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viskm for temples and ceremonies* the establishment of 
Chonltries (rcst-honscs). poor bouses, Vedic and Sastric 
P^tkskahs or schools is also, as Thurston testifies, due in 
many cases to their generosity. TTic Albert-Victoria Hos- 
pital in Madura is supported mainly by annual siibscriptions 
from the NaUukoiiai Ckdiis. ^ • 

like the Jainas the NaUukoUai Cluttis arc also known for 
their riches. ITiere leems to be little doubt al>out their 
being w»ell-to-do, for the income-tax retunis frtnn the Madura 
district appear to be much higher ^than from^most other 
districts ir^the Madras Presidency. This, according to the 
Madura District Gazetteer, ‘ Ls largely due to t^e presence, in 
the Tiruppattur and Tiruvadanai divistoui of Sivaganga, of 
large imml>ers of the wealthy f^aiiHkottm ChetiU. A sp<*cial 
Deputy Collector has recently been tappointed to relieve the 
deputy tahsildars and the Divisional Officer of the* heavy 
work connected w^ith the as.sessment to the tax of these 
people, whose account.s and methods of basiness*arc compli- 
cated and who trade all over India, Bunna, Ceyloh, and the 
Straits Settlements.* ^ 

To their training, bankiflg methods, amkofl|^.inization wc 
shall return presently, but it will not be without interest to 
note here a few facts regaffling their evejr>^-d|iy life. The>f 
have the remarkable custom that the married memters of 
a family do not take their meak together. All live in the* 
same house, but they cook and eat their food separately. 
So strict are the CTicUis in the observance of thi^erule that 
not even a widowed mother can dine with her married son 
or daughter. The rule, however, does not apply to the 
unmarried members of the family, who live with their parents 
till such time as they arc married. With the Naiimkoiiak 
CheUis marriage is not only a religious duty and a social 
function, but is also an occasion for economic iiidq>ebdence 
and liberty. Rice and other necessaries are distributed 

* Guuiiitf 0/ th§ MadwFii Oisimi, vol. L p. zt%. 
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usually once a year to the several semi*independeut members 
of the household. This custom explains the existence of the 
hi^c houses in which the members of a A^aUukoUai family 
usually live all together. It also shows how businesslike 
and econoiAical these Cheiih are. even in their family arrange- 
^ments and in their daily life, as compared with other banking 
castes, lor example, the FaisAy^rs. In the case of the lafter, 
the married members of the family, as a rule, not only live 
together, but also cook in common. This is especially the 
case, when fhe married jnembers are not themseiv»'es earning, 
but depend ujwn one or two members of the fanyly who do 
earn. With t^c Chetiis every married member is supposed to 
live on his own, with the Vaishyas all the married members 
live a common life — all benefiting in the gain and suffering 
in the loss that befalls to any individual member. The 
manifest result is that the Chettis are independent and self- 
reliant, the dependent upon one another. But the 

members on>oth castes possess in common a natural aptness 
for distinguishing themselves in business. 

The Kshatriyas, Next we have the Khairis and the 
Aroras — th<f tWo^of the three bafiking castes of the Punjab, 
the third being the ever-present Vaishyas, who are strong in 
the eastern Pujijab^ The A'Aa/riTclaim to be Kshatriyas, the 
second of tlie four Indian castes which we have already 
enumerated. They constitute a trading commimity in the 
nor^h, next in importance to the Though spread 

over the province, they are mainly to be tound in the central 
Punjab, whence they control the finance of much of the 
commerce of India with central Asia, Afghanistan and Tibet. 
They take for sale commodities like carpets, shawls and rugs 
to Yarkand, Kashgar and other trading centres beyond the 
north In^an frontier, and bring back raw silk, raw wool, 
livestock and salt. In the south of India, the Khatris are 
weQ-^known dealers in silk thread and dye-stuifs. 

The Aroms—a sub-caste of the Kkairis and nicknamed 
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Kirms ^ m the important money-lenders and bankers of 
the western Punjab. According to Darling, the Arara plays 
a predominant part in the economic life of the villages* 
He frequently owns land, which he farms well. * Even when 
he does not actually drive the plough, he looks aftir his land 
with care, and any improvement to be found in his neigh- 
bourliood is generally due to his capital, industry and thrift* 
He will turn his hand to anything that promises gain and 
may be found weaving baskets and mats, beating out vessels 
of copper and of brass, working as aggoldsmith or even ply- 
ing the talker’s needle and thread.* Energetic and enter- 
prising by nature, he has migrated into Afghanistan and even 
into Central Asia. •An Arora thus renders •useful services in 
several capacities, as a trader, a money-lender and a banker, 
not only inside his native country, but even outside it. 

The Mulianis atid the Rehiis. Then we have some jninor 
banking castes such as the Shikarpuri MuUunis, who flourish 
in Sind, and the Rehiis, called Bohras,^ who are fo be found 
working chiefly in Gujrat and in the north-west of the United 
Provinces. 

The Mahomedans, The Mahomedans, beings farbidden by 
their religion to receive interest, are conspicuous by tfie 
almost negligible position Which they occupy to-day in the* 
Indian banking community. Although it is impossible for 
them to avoid payment of dues to others, they h%ve not/ 
as a rule, taken to the business of money-lending or bank- 
ing themselves. Certain Mahomedans trading in cloth and 

* The word Ktrar meens e cowerd and it even more contemptuoae than 

the word Brnnw. The A taros reaent being called Hitors ju«t aa the Vaiskyos 
ment the name Bonio. « 

• Tka Punjab Piosani in Prasperity and Debt, by M. L. Darling, Jplj, 

♦The term Bahra t« applied ftnrtly to the Brahman money^leiideA from* 
Blarwar and eecondly to the Shaikh tradem in Gujrat, who are eaid to have 
been converted to lelak about boo ylhm ago. There te a commop eaying 
that a Bakra*s ' Good morning * U Uke a memtage from the angel of D<mth. 
The word Bal^a comta itom the iaine root as baakar or the Sanskrit word 
uymakara meaning trade. In tome hilly tracts in India, a money^leiider 
or is called a Bokra. 

jr ju. 
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grocery as wholesale merchants occasionally engage in bank- 
ing as well, but very few are bankers qua bankers. 

But ill recent years, economic forces have been making 
their influence felt, and a change is taking place in the 
attitude df the Mahomedans to the principle of accepting 
^ interest, ‘-particularly in the Pimjab. In that province the 
bulk of the agricultural population is Mahomedan. whilst 
most of the money-lenders are Hindus. When the co- 
operative movement was started there, with a view to 
alleviating the sufferings of the borrowers, the Mahomedans 
at first held back from joining the credit societies ^s members, 
because they svould not be a party to the earning of interest 
on advances. In^a short time, however, (the prejudice began 
to give way to the pressure of economic conditions, and now 
the highest Mahomedan authorities support their co-religion- 
ists in. their becoming members of the co-operative societies. 
Indeed, so marked has been the change in the outlook that, 
according to Darling. ‘ the Punjab Mahomedan is be- 
ginning to take interest like the ordinary money-lender.' * 

The Palhans. Finally, mention may be made of the 
itinerant P&than money-lenders,*’ who come into India from 
across the border and have no fixed homes. Their customers 
•are generally .^mall folk such as’labourers, syces * and other 
menials. 


3. •ORGANIZATION. 

• 

An analysis of the structure or organization of a mechanism 
is necessary for the proper understanding of its working, but 
in the case of the Indian indigenous banking system such an 
analysis is not an easy matter. For the s}rstem is not an 
*hcgaiflzed whole, in which one part can be seen pn^periy 
connected with another. 

* Address the Jndiafi Economic Cooference, 

(TImi fimmr Meil. 6th Jumiary, 1928. p. 3), 

* GfOQmi end ttthiemeii* 
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The Village Moneylender, At the lowest rung of the 
ladder, wc have the village money-lender, who len^s money 
to the needy inhabitants of the village and advances com or 
seeds to the village cultivators, Tliese money-lenders are of 
two kinds. First, there are the rich MakAias, or village 
leaders, who often own land and make loans in cash or kind * 
to their less fortunate brethren. Secondly, there are the 
professional money-lenders whose prime business it is to deal 
in loans. Even the latter are not exclusively money-lenders, 
for they combine with money-lending^ some other businesses, 
as will ap{^,ar presently. Among these Jire included the 
traders in cattle, who deserve special mention account of 
their importance in selling cattle on credit to the cultivators.^ 
Both kinds of village money-lenders rely on their own 
capital. Neither, as a rule, uses negotiable instniments, such 
as Awmris or cheques. The proftssional money-lendcrs*some- 
times have for use dejxjsits in the shapes of monty left with 
them by their clients for safe custody or advance^ made to 
them by the town money-lenders or bankers but this de}>osit 
business is too uncertain a|jd on too small a *sc%le for it to 
justify a claim to the title of a ‘ banker.' 

The Town Money-lender. ^Next in the scale (#)me the town, 
money-lenders. ITicse also may be divided ftito two main 
classes. First there are the small money-lenders, whose 
business is confined to the limits of the towm and neigh^jouring 
suburbs. Secondly^ there are the *bigger money-lenders, 
whose firms often bear the names of their ancestors and who 
have their branches or agents in various other towns in the 
country. These are the most difficult to classify, because tlic 
scope of their business varies greatly, ranging from that of 
a money-lender pure and simple to that of a bankef. Some 
of them arc purely money-lenders on a large scale, Others 
occasionally draw hundis on their branch offices, but are 
mainly engaged in money-lending. Yet others are clearly 

* See below,^. 95. 
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bankers, inasmuch as they deal in hundis, although do 
not perform the other main function of a banker, the receiving 
of deposits at interest. 

The Banker. This brings us to the final class of bankers, 
the Marwarh, Jai^s and Natiukottai Cheiiis, who are the 
" representatives of the highest development of indig^ous 
banking in India. Their offices and .branches are spread all 
over the country in im{x>rtanl centres like Calcutta, Bombay, 
Delhi, Rangoon, etc., where they have their munims and 
I^Htnashias,^ or agents.^who look after their business. The 
munims are invested with very wide powers, ITiey are not 
highly jKiicl. but their industry, integrity, and efficiency are 
remarkable and proverbial. Iliey submit periodical returns 
and reports of their doings to their head offices and receive 
from them occasional instructions. Some of the bankers 
evenTiave correspondents ♦outside India, at Aden, Djibuti 
in Africa,* Addis Ababa in Abyssinia, Paris, in Japan and 
other places. 

Of all the indigenous bankers the Naiiukottai Chetth are 

the most perfectly organised. Thurston observ^es that * the 

^ ♦ 

Natiukottai CheUis, in organisation, co-operation and business 
^methods art? as remarkable the Euroj>ean merchants. 
Very few of them have yet received any English education. 

. They regard education as at present given in public schools 
as, worse than useless for professional men, as it makes men 
theoretiail, and scarcely helps in practice. The simple but 
strict training wEich they give their boys, the long and 
tedious apprenticesliip which even the sons of the richest 
among them have to undergo, make them very efficient in 
their profession and methodical in whatever they undertake 
to do,' * A N&Uukottui CheUi is a bom banker. From his 
earlie^^t childhood he is brought up on the family traditions 

* A fMtimiM or isr the name for an agent or a correspondent or a 

mere derk, 

» Caicirr mmd n/ S/mikerm Imdia, by E. Thurston, Madras, 1909, 

rol. V. p. 
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of thrift and economy. When a male child is bom in a 
NaUukotiai ChetiVs family* a certain sum is usually set aside 
to accumulate at compound interest and form aTund for 
the boy's education. As soon as he is ten or twelve, he 
begins to equip himself for the ancestral profession. He not 
only,leams accounting and the theory of banking, b^jt he has 
to apply his knowledge practically as an apprentice in his 
father's office. Thus, in a Cheiii*s training, the theory and 
practice of banking are not divorced from ead^ other, but 
go hand in hand, fnnn the very start. • VVlien a boy is married 
he attains^ responsible position in the family. Though, 
being a member of the joint Hindu family 5 j«>tem, he may 
not make a separate home, yet he must beat his own iinancial 
burden. He is allotted a share in the paternal, or ancestral, 
estate and he must live on it. He alone enjoys all that he 
may earn and suffers for all thai he may lose. So he<natur- 
ally grows self-reliant and ambitious, wath a ketm desire to 
build a fortimc for himself. So great is this craving for 
making money that even the ladies among the fiaUukoUm 
Cheitis work hard and earn money in various ways, by 
making baskets, for example, or by spinning thread. Strict 
economy is scrupulously practised, and ev«ry little sum 
saved is invested at the highest rate oi ink*rest possible! 
It is a common saying with the Chettis that, if a rupee is 
lent at 12 per cent, compound interest at the birth of a child, 
it wall amount to a Jakli of rupees, when he or she attains the 
age of a hundred. So particular are tlie Cheiih where money 
is concerned that, according to the stories current about 
them, if they have a visitor — even a relative-staying with 
them longer than a day, he is quietly presented with a bill 
for his board at the end of the visit.' 

The NaUukottai Chetiis have their business head<}uarters 
in the Tiruppattur and Devakottai divisions of the Sivaganga 

^ 1 have pereonallr tioliced thei»e practices among some bankers at 
Indore. 
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and Ramnad zamindarit in the Madura district. Those of 
them who arc not rich enough to trade on their own account 
act as agents or assistants to the members of their own 
community, 'fliey are often given large sums of money, 
perhaps as much as a lakh of rupees, and the only security 
^ taken is an unstamped receipt on a piece of palmjTa leaf. 
But this informal method is now being given up and paper 
receipts are required. The pay of the agent varies according 
to the distance from the head office of the place to which he 
is vS^mt. For instance, a man who goes to Maduni will receive 
R. 100 , while another who is posted in Burma will be earning 
R.3CK> p.m., end so on. Generally the agent's term of 
office is three yeais. Before he completes it, a new agent is 
sent to learn the work under him for six months. On the 
expiry of three years' service, he returns to give an account 
of his stewardship and to enjpy the company of his wife, who 
seldom accompanies her husband abroad. He has to offer his 
services, in the first in.stance, to his last employer, but, if the 
latter doefe not need them, he is free to work anywhere he 
likes. Usually he is given a share in the profit in addition 
tojiis pay, *prb\^ded he displays energy and industry. In 
time he accunvdates some capital and starts his own business, 
thn ploying otlv»rs,as his agents. The Sattukoiiai CheUis 
have extensive business connections not only in India and 
Burma, but also in the Straits Settlements and Ceylon, 
Saigon, Mauritius and Sotxth Africa ; spme of them have 
correspondents even in London and on the Continent. 

The Mamari bankers — mostly Jaimis — have a similar 
syctem of business training and organization. \ery few of 
them are educated on western lines and fewer still are 
Acquaiutc^fl with English commercial practice, but the way 
in which they conduct their by^siness is remarkable. Gifted 
with a natural knack for trade, the Marwari boys quickly 
learn their arithmetic and accounting and start work in their 
family shops, where they soon pick up the necessary tech- 
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nique. To give an instance of their efficiency, while an 
English educated graduate of hn Indian university may take 
five minutes to work out on a piece of paper the <ibmpound 
interest on a given sum, the Mamari boy will get an answer 
correct to the nearest pie mentally, without the aid of pen 
and^paper. in less thiUi half a minute. Of course they are , 
unfamiliar with the modem progress in their craft which is 
taking place in foreign countries, but, in their dwn sphere, 
they are by no means wanting in capacity. 

Inter-connection between Toion and Village. The village 
money-lenders, at present, work on an individual basis, each 
working independently of one another. Sometimes the 
memlxTs of a joint family may club together into a private 
partnership, but this is not frequent. The town money- 
lenders and bankers are also private individuals, working on 
their own account, though in lyany to^^^1s there arc private 
partnersliips managed by the senior partner. Every firm is 
distinct and separate from the other. 

As regards the inter-connection l>etweeri the village money- 
lenders and the toys'll monf^-lcnders and banker.s, there is no 
definite link, but the point of contact ariseifTn /lie foHowipg 
manner. Some town money-lenders ad vanc(v money to the 
professional money-lenders of the village* for^financing agri- 
cultural operations, on the customary understanding that 
the latter will sell the produce to the former. This system 
of finance is explained more fully later on, when we come to 
consider the financing of agriculture.* 

Bankers* Associations : Mahajan. While me uiuigenuus 
bankers all act independently, it is interesting to note that 
there exist, both in the north and .south of India, guilds of 
big traders and bankers which are often styled the jyiSiajan^ 
These guilds are of ancient qfigin. Though a great i>ortion 

* Set bekw, pp. 50-52. 

* Mahajan is a Sanskrit word meaning a great man.' It ts now indin- 
crimtnately applied to a banker or money-Icwkr. particnlarly in north 
India. 
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of their activities are concerned with various religious and 
social matters affecting their members, they also settle trade 
disputes *aBd often fimction as insolvency courts. Their 
constitution is quite simple. Usually a prominent Sdh, or 
banker, is elected ^ chairman and his gumashUt, or clerk, 
^ convenes* the meeting. Decisions are arrived at on demo- 
cratic principles. As very little is known about such guilds^ 
two examples, one from the north and the other from the 
south of India may be given here. 

Gyarah Punch. In Indore there is one such institution, 
called Gyarah Punch (‘ Eleven Leaders *). ElejKcn leaders 
are elected by. various sections of the Indore public, .subject 
to the approval of His Highness the Maharajah, who usually 
accepts the names sent to him. Tliese eleven leaders form 
an insolvency court and are authorised to act as liquidators, 
and tkeir decrees are recogijised by His Higlmess's govern- 
ment. Whenever a man becomes bankrupt, they take over 
tlie disposaf of his property and distribute the proceeds among 
the various creditors or claimants. This institution has 
been in existence for more than a centur>^ It has proved of 
gi;eat iissist^ce'^to the bankers and functions well. It also 
controls dealiipigs in cotton and levies a small ad valorem fee 
jper transaction for the charitable fund which it administers 
for the benefit of the {x>or and destitute. 

Kovihmsal MariyaL Another interesting institution is the 
Kovilvasat Mariyal, the well-known temple council of the 
NaUukoltdi CheUis, who are remarkable for settling their 
disputes among themselves without recourse to law. Every 
temple has a manager, an assistant manager and a servant 
known as a vairavi. The parties at variance reduce their 
^ints* of, difference to the minimum and then lodge their 
complaints with the manager^ who convenes a meeting of 
the council, before which both the complainant and defemdant 
appear, the evidence be|ng recorded by the^ manager. If the 
accused fails to attend, the vairavi recovers the adam, or 
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security^ by going to his house and attaching some article 
belonging to him. The council adjudicates on all matters 
relating to marriages, monetary transactions, family disputes, 
etc. The award is given orally and never in wri|ing. As a 
rule the decision is readily accepted. ^ Those who do not 
abide by it are not granted the garland from tfie temple,* 
without which no mamage can be celebrated.* 

Modern Associationsi. In modern times, the* indigenous 
bankers have formed a few associations, whidi v'ithin limits 
are doing good work. In Bombay •for instance, they have 
several weU-organised associations, viz., the Bombay Shroffs' 
Association, the Maruari Chamber of Commerce, the Com- 
mission Agents* .Association and the Multlini Bankers* Asso- 
ciation. These a.ssociations render a valuable service in 
bringing the bankers together and binding them to one 
another in their common interest. Joint meetings ^of the 
various bodies are held to confer upon questions |iffecting all. 

The Association of the Multani Bankers fix the * Bazaar 
rate,* * after taking into consideration the Imperial Bank of 
India hundi^ rate. Meetjngs of the As.sociation are held 
every Sunday, when topics of common interest arc discussed. 

The Associations have apother field of useful activity, in 
which they arc daily engaged. From day to day, they 
disfK)se of many disputes among their members, who would 
otherwise have recourse to the law courts, Thc’Boipbay 
Shroffs' Associatiop alone, it is uifderstood, setUes on an 
average twenty to twenty-five disputes per day. Tliey have 
printed forms, on which the point.s of difference are noted 
down, together with the names of the parties at variante. 
The secretary of the Association then investigates the 
matter and writes down his award, which is usually acccpte<f 

‘ This account is taken from Thongion, op. cit. p, 263. 

• The * Baxaar rate ' is the rate at which tlie small traders* kundi$ are 
discounted hy the hankers, 

* The Imperial Bank ol India hundi rate U the rate at which the Impemt 
Bank discottnts or re-discounU hrat-class three' men the* hilla. 
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by both parties. In the event of their taking the case into 
court, whidi rarely happens, there is little chance of obtaining 
a reversal of the award, for it is arrived at after careful 
scrutiny, aj a result of personal knowledge and inquiry. 

4. FUNCTIONS. 

tuncitom oj an indigenous Money-lender. Having con* 
sidered the organization of the bankers and the money- 
lenders, we* may now proceed to examine the functions of 
each. Taking the mon<^^-lender first, his functions, generally 
speaking, consist in making advances. He lends money, 
corn, seeds, <lr cattle to agriculturists, or to persons con- 
nected with land/on the security of produce or other move- 
ables or of immoveables, or on no security other than personal. 
He often makes advances against standing crops. He also 
lends ih casli or kind to persons other than agriculturists.^ 

And of ap Indigenous Banker. An indigenous banker, in 
addition to carrying on the operations of a money-lender, 
receives deposits, either on current account or for fixed terms, 
on wiiich he ailow^s interest, give^ cash credits and deals in 
bHls of exchange — of both kinds, demand and usance. 
This is what a^modem European Jbank also does, but it must 
not be supposed tlmt the two are alike in the nature or scope 
of their business. They differ in several respects. 

Indigenous Banker afui a modern European Bank. In 
the first place, not all the indigenous bankers receive deposits 
and such deposits as are received form a very small propor- 
tion of the bankers* resources.* Modern banks, on the other 
hi£nd, generally depend upon deposits as the main part of 
their working capital. 

Secondly, w'hile both the indigenous banker and a modem 
European bank allow withdrawals against deposits, the 
^ See be^ow. Chapter III. 

* Similiirly in England, deposit banking, according to Gilbart, ' doe« not 
appear to ha\*e been carried on until the year 1645 * {TA/ f^rtndpks 

and af Banking, by J. \V, (^Ibait, 1901. voL i. p. £5). 
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withdrawals in the case of the former are tisnally in cash and 
in the case of the latter b'y clieques. Some indigenous 
bankers do issue dieques and pass-books, but these verna- 
cular cheques have only limited ItKal circulation^ they have 
no validity outside the place of issue, 4>nd they are not, as 
a n|le, accepted by the joint-stock banks or the Imi>erial 
Bank of India. ^ 

Yet another jx^int of difference between thc*business of 
indigenous money-lenders and bankers and that of a modem 
bank lies in the (act that the formef, unlike the latter, are 
not, as a rule, exclusively devoted to the business of ' money- 
lending * or ’ banjeing/ The great majority indigenous 
money-lenders and bankers combine will! it various other 
l>usinesses. In this connection, it may be of interest to note 
that the combination of banking with other businesses has 
also been a feature of early Evropean banking. Th«f Lom- 
bards, the early Italian mercliants w^ho settled jin England 
in the fourteenth century, combined the art of the^gold,srnith 
with the business of the banker. Even in the nineteenth 
century, the separation of IJjanking from other businesses was 
not yet complete. For example, Messrs. Lul>bock & Oo. 
were engaged in banking s^ong with other bssiness as late 
as 1841. 

AUied Businesses. Now we come to the question as to 
what allied businesses the indigenous bankers tUicf mq;ney- 
lendcrs carry^ on. .The Jinswer is tlfat tliey are ejigaged in 
almost every line of industry, trade and commerce. They 
are grain dealers, general merchants, commercial agents, 
brokers, goldsmiths, jewellers, land-owners, industrialiifts 

and traders. Tliey also act as bailees of goods and as 

• *** 

trustees or agents, frequently as tnistees for religious and 
charitable pur|X>ses. • 

The allied businesses are, more often than not, primary, 
and the business of money-lending occupies a secondary 
position. This tendency has t^ome more pronounced in 
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recent years. The change may be accounted for by two 
facts. In the first place, it appears that the indigenous 
bankers* m consequence of their antiquated methods, the 
unihcation^of the modem currency system, the provision of 
remittance facilities and the formation of credit societies, 
have been losing ground in banking and have had to. fall 
back upon other means of earning ja livelihood. In the 
second place, with the improvement in industry, trade and 
commerce, which is undoubtedly taking place in India, the 
indigenous bankers' bittiness in these channels is naturally 
extending. # 

llie combiiihtion of allied businesses with banking is found 
all over the countiy, but the nature of such businesses varies 
from province to province. In the United Provinces, the 
Centra! Provinces, Dellii and elsew'here, the money-lenders 
and bankers are also the biggest merchants trading in grain, 
cloth and precious metals and speculating in these commo- 
dities. TJiey purchase grain, oil-seeds, etc., at the time of 
harvest and store them till the prices rise, so as to get a 
margin of grofd. To save the ^oni from rotting or being 
eaten by woans, it is often kept in khatiis (granaries). One 
such grain ph may be sold in succession to at least a 
dozen persons«'and on the agreed date the differences are 
settled between them.^ Some of the bankers are also tlie 
mailers and proprietors of sugar or Sour mills and glass 
factories,^ 

In Bengal and Beliar and Orissa, the makajans, or paikars, 
as they are called, are also managers and directors of Indian 
ahd European exporting firms, or owners of silk factories and 
Jute, flour and oil mills. In Bombay and central India, their 

* I caT»« acTCMW thi-H practice not on!y in my native town, Meerut, to tlie 
United ProvioceA, but also in the Ceo|rml Pro\ince«. For example ; A may 
contract *with B to sell his grain pit, containing 50 mantu oi grain, at K. 25 
per mani to the latter on 5th June. Now B ntay enter into a contract 
with C that the latter shall purchase the pit on 5th June, at H. ly per tmtm, 
and so on. On the hxied day the dues axe settled and the diaerences paid 
to the persons entitled to them. ^ 



STRUCTURE AND FUNCTIONS |S 

dealings in cotton and seeds and their speculation in produce 
and share markets are very important. They are flourishing 
traders and commission agents* purcliasing and selling cotton 
in large quantities on their own and their custoniers' behalf. 
They are also jewellers and piece-good merchants and dealers 
in opium and grain. Only a few men, with a capital of fifty 
thousand rupees or jnore, do money-lending business ex- 
clusively. Similarly in the Central Pro\*inces, Ihe bankers 
derive most of their income from sources other than banking* 
Generally they are the biggest whble.sale traders, deling 
especially in cotton and to a less extent, in grain. They are 
also the most imjjjortant factor>% mill and miift owners. As 
retailers they mostly deal in cloth or gold and silver. 

From personal inquiries in the Central Provinces as well 
as elsewhere, it has appeared that in most cases a money- 
lender or a banker is also a land-owner, the acquisition of 
land having often been the natural result of^his money- 
lending business. The security which he accept^ is usually 
agricultural land, some of which passes into his hands and in 
course of time he finds hinpself a zamindar. 

In the villages a money-lender is also a petty shopkeeper, 
a purchaser of rural prcKluqts or, in recent yeJfrs, an agent of 
firms in the neighbouring towns. Vei^^ eften he is the 
local zamindar, owning land and cultivating on his own 
account, 

« 

The bankers qua bankers are nof many in India as com- 
pared with the bankers-cum-traders. The two striking 
examples of the former are furnished by the NattukoUai 
CheUis of Madras and the MuUani bankers of Bomb&y. 
The NaUukottai Ckeitis confine their activities to banking 
and money-lending. The MuUani bankers are •especially 
dealers in hundis, carrying on«xtensive business, whi^b }rields 
them good profits. 

Financing of Trade and Industry. The bankers are the 
indispensable feeders of the t^e and industry on which 
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depends the prosperity of a country. If an instance were 
necessary* England, France, America, Germany. Japan, in 
fact every prosperous country of the world, would instantly 
furnish But the case of India is peculiar. Taking the 
finance of industry, first, it may be said that large-scale 
industries are not assisted by the indigenous bankers either 
in an adequate measure or in a satis^ctory manner. If we 
ask for the reason, it will be found to lie partly in tlie bankers' 
ignorance sH\d partly in their out-of-date methods. Some 
indigenous hankers and most money-lenders prefer to hold 
aloof from modem large-scale industries, simply because 
they know lirtle about the finance and ori^anization of these 
institutions, which lie outside the traditional lines of their 
business. Others are not al>Ie to render assistance, because 
their deposit business is too small and uncertain. 

DefAJsits with Jtuiustrial Goncerns. In Indore, Bombay, 
AhmadabacJ, Calcutta and other industrial centres, the 
practice h^s grown among the bankers of making deposits 
for fixed terms with the mill industries. But capital sub- 
scribed by the public or loans and cash credits from the 
joint-stock Imnks are the main sources of funds for the mills, 
though these sleposits are of considerable assistjmee.' In 
Indore the coUom mills are the most noteworthy and im- 
portant borrowers. They net'd large amounts of circulating 
capital, a great portion of which is supplied by means of 
attracting fixed de[X)sits and loans secured and unsecured. 
On an examination of the balance sheets of the Hukam Chand 
Mills Ltd. and the Kajkumar Mills Ltd. — to take two big 
mills of Indore — it would appear that roughly al)out one- 
third of their total liabilities in one case and more than one- 
lalf. in the other, were those on account of fixed deposits and 

* No statistics as to the amount of^ndigrnous hanking money invested 
in miU# are avaiUhle. Evrn the Report and Minutes of Evidence? of the 
Industrial Commission contain no figures on the subject. I^vate 

inquiries have met with IrtUe success, feu: mill-owners do not wish to disclose 
what they regard as trade secrets. 
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loam from private individuals.* Tlie following figures in 
this connection may be inter^ting : 

0 

Extract from the Balance Sheet of the Hckam ( hand 
Mill5» Limited, Indore. (51 st December, >924*) 

CAPITAL AND UABlLIXfiSS. 

Lc^ns Secxured. 

{By a lien on th«; liquid assets of the 
Company)* 

The Imperial Bank of India, Indore A. B 

(including interest) - - > • . 7,22.874 9 i 

Loans Unsecured. 

Fixed Deposits > - . . • 29, 7#, 859 3 6* 

Others - - • - - - - - ^<>,43,947 10 4 

Total ... - 52,<)9.68i 6 ii 

The TcMi were - - Rs. l,2o,oi.<[)(>5 3 

(♦ This sum includes Rs. 2,oo,€kx) from a joint-stock bank, the 
Bank of Indore, Ltd.) 

Extract from the Balance Sheet of the Rajkpmar 
Mills, Ltd. i30TH June, 1925 ^ 

CAPITAL and LIABIIATIES 
Loans Secured. ^ 

Imperial Bank of India. • •rr, a. P. 

(By a lien on cotton) - - 2.57,201 13 7 

I-oans Unsecured. 

Fixed Deposits - - - > 7,70,311 5 * 3 * 

Others- - . 26,25.064 12 6 

Total - - - 36.52,577 15 4 

The ToUd Liabilities w^re - Rs. 64.20,642 13 4 

(• Nothing from joint-stock banks.) 

^ From personal inquines 1 di:ico\%red that private inchvtUuab 

often hap}icriefi to l>e the jrromoter* oi tlw* contxrns In *r%*eral 

milU which I visited, the bulk of the loans were found to have been advanced 
^ them. This u again an tnstan<»i of a combmatton of banking with 
indtistriai bnatness. 
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The fact of the matter is that these mUb. on account of 
their lar^e and prosperous working, inspire confidence mnong 
money-lenders and bankers, who are willing to invest their 
money in«tbe mills as fixed deposits, at a rate of interest 
which is, usually 7, or 7J per cent., but varies according to 
the conditions of demand and supply in the money-nmket. 
Sometimes the rate is even 8J or 9^ per cent., but this is 
only when the working of the mills is regarded as dubious. 
These deposits are renewable on the expiry of the period 
stipulated — usually tVko months. This affords an oppor- 
tunity to the money-lender to withdraw his money and invest 
it more profitably, either in another mill which inspires 
greater confidence or offers better terms, or elsewhere ; or 
he may allow the deposit to remain where it is for a further 
period, either at a higher or the same rate of interest, as the 
case Inay be. Usually the cnills are averse from raising the 
rate, because it adversely affects their credit in the market, 
and they, rather try to raise money by attracting deposits 
from other people at the same rate or by issuing debentures. 

The advantages to the depositors of this system of fixed 
deposits are manifest. They receive a fairly good rate of 
interest, their money is moderately safe, and they have a 
periodic option to change the form of investment. The mills 
also derive a certain amount of benefit, for the large funds 
they need cannot all be raised in the form of shares. 

The s}^tem is, however, not free from serious defects. One 
great disadvantage from which the mills suffer is the un- 
certainty which characterises this method of finance. The 
fiaill may suddenly find all its deposits withdrawn and be 
thus involved in acute financial stringency. But there is 
a stih more weighty objection to this mode of financing 
industrial concerns. TTie system runs counter to the 
modem princifdes and practice of banking which make a 
clear distinction between short-term credit and long-term 
credit. Industrial firms, fpMn their nature, need long-term 
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■¥ 

credit* which caimot and should not be met by short-term 
deposits from individual bankers. The bankers ordinarily 
must keep their resources liquid and cannot afford tt) lock up 


their funds in industrial concents. The financing of industrial 
undertakings is a matter for special l>anking invitations, 
desired, and able, to offer long-term advances. 

But what the indigenous bankers might do to help in- 
dustrial firms, which fliey do not do at prest'nt* is to make 


advances for short perio<ls on the sectirity of g^x>ds under 


their control I understand that the cotton mills at Indore 


raise loans Jroin the local branch of the ImjxTial Bank of 
India or the Indore Bank. Ltd., in large suinl against the 
security of cotton^ The cotton godowms ate handed over to 
the charge of the bank and the bank deputes a clerk to keep 
watcli over them. As cotton is needed by the mills week by 
wx'ek, they deposit money in th^ Imperial Bank and colt on is 
p(.*nnitted to be taken out of the godowm in measured quan- 
tities. Ihe terms are settled beforehand and interest has 
to be paid on at least half the credit allowed by tlie bank, 
wdiether the provision is made use of or not. The bank's 
position is quite secure, as it holds the cotlofi gcxlownii, 
against which it advances^ money or grant«^ cre<lit. The 
mill, on the other hand, is not obliged to large balances 
of money lying idle. It takes money from the bank, when 
necessar)^ purchases cotton and places it in charg*^ of the 
bank and. as cloth^is manufactured* and sold, the sale pro- 
ceeds are semt to the bank and more cotton taken out of the 


godown for manufacture . The whole sy.stem works smoothly. 

CAHtage Induatries, As regards the financing of cottage 
industries, money is usually advanced to the artisans by the 
money-lenders. As a rule, the artisan has little iKidhty of 
his own. He is conscquently.compclled to borrow and goes 
to the local money-lender. His household utensils or his 
wife's silver or brass ornaments arc the only security be can 
offer. Often he takes loans on personal security. In any 

I ».i. o • . 
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case, he has usually to accept the terms of the money-lender. 
Whoever may be at fault, the fact remains that the money- 
lender's terms are such as to leave little to the borrower out 
of the fruijs of his labour, and it would not be far from the 
truth to\^y that Ije lives, works and dies, as a bondman 
of the money-lender. 

Tlic above remarks are fully borne out by the way in which 
the weaving industry, to take one example of an important 
cottage industry, is financed in northern India. The village 
weavers obtain loans irom the money-lenders in order to 
maintain their families till their produce is ready for sale. 
Tile money-lenders make it a condition of the bargain that 
the weavers shall s^dl the cloth to them at sj>ecial rates. 
Clearly the weaver stands to lose twice over. Not only does 
he have to pay a very high rate of interest,' but he has to 
s<dl his entire prcnluct at a price which is considerably lower 
than the rparket rate. The weaver is always in debt, and 
unable to , extricate himswdf from the control of the money- 
lender, who is always careful to maintain it. Cases are 
known in which the weavers are threatened, insulted and 
even lieaten for attempting to sell their output to other 
persons on better tenns. 

A^nmlturc. » T^he financing of agriculture, the primary 
industry of India, is almost entirely in the hands of the 
indigenous money-lenders and bankers. The village money- 
lenders advance money and gmin to tfie cultivators often 
against a standing crop, often again.st no security other than 
personal. The methods of making loans are peculiar and 
various and are describtHl in the following chapter. ITie 
indigenous bankers do not help the agriculturists directly. 
But son’«e town bankers grant credit to the village money- 
lenders against niral produce.. 

The position of the cultiv'ator, in regard to the terms of 
the loans, is in no vray better than that of the artisan noticed 

* See beloy. Chapter IV, 
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above. If anything, the cultivator is in a worse plight. 
In recent years, the co-operative credit societies have been 
doing good work, but their usefulness is limited by the 
situation in the country. We shall return to th# examina- 
tion of this subject when we discuss future policyAn regard 
to indigenous banking. 

Internal Trade, Tijrning to the financing of the internal 
trade of India, the credit again goes to the indigenous banker. 
He enables the agricult unil and imhistrial prochicts of the 
country to be brought to the markets, not only by acting as 
a commission agent, but also by issuing dema^id hufuiis to 
the traders, or by discounting their humiis, thus enabling 
them to send money to trading centres. 

A few illustrations will jxjrhaps bring out clearly the part 
which the indigenous hankers and money-lender.s play in the 
finance of tlie internal trade M the country. It mfiy be 
point(*<l out at the outset tfiat there is no unifeirm system 
for the wliole country. The methods vary t with the 
nature of the commodities dealt in and witii the habits, 
literacy and jx'cuniary cig:umstances of tljc ^uyers and 
sellers. ♦ ^ 

Distribution 0/ Crops, Taking the internal trade in agri-, 
cultural prcxlucts first, broadly sjjcaking, tw(f methcKls may 
be said to be prevalent. Firstly, there arc the small and 
uneduaited village cultivators, wdio usually sidl their*prqduce 
to the village trader who also happen.s to be a money-lender, 
and to whom they are generally indebted for advances made 
either at the time of sowing the crops or afterwards. The 
village money-lender pays his customers for the prcxluce tn 
casli, but deducts, in part or in whole, the money lent to^them. 
He then sells some of the purchased produce in tlfe village 
for local consumption and the surplus to a town. trader 
(again a money-lender or a banker), who, in his turn, enables 
the surplus to be distributed to neighbouring towns as 
required. It is at this point ^hat hundis are sometimes 
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drawn on the purchaser and discounted, although quite often 
transactions Jtre done in ready cash. 

Secondiy, there are numerous mandis or exchange marts— 
each patronised by a set of neighbouring villages — to which 
tljc mord^enlightencrl producers or tho.se who are not bound 
to money-lenders, as well as some village money-lending 
traders who buy crops from their customers, bring their 
commodities for sale. In these trading centres prices arc 
determinec^ by free interplay of the forces of demand and 
supply, which does not always happen in the villages, I'o 
these marts come a variety of buyers, the town-traders, the 
agents of indigenous banking houses buying on their own 
account, or on behalf of customers, and the representatives 
of exjKjrting firms. Payments arc made usually in cash, 
which necessitates large amounts of money being brouglit 
from one trading centre to another, either by rail or by river. 
In this connection, the Registrar of Co-operative societies, 
Assam, observes : ' I have seen Mane arts travel first class in 
Railway trains with large cash with th(?m for the sake of 
safety. , . . large country boats that come up the 

Brahmaputra every* year, seemingly empty, to take do^vn 
local producf^', bring up large amounts in cash for purchase 
of the produa\ •Fortunately there are no river pirates in 
Assam and the ix)lice are more eflicient and vigilant/ * 

Disiribution of Other Gotnls, Turning from the internal 
trade in agricultural products to that in manufactured 
gtKKls, the indigenous banker or money-lender is again found 
pt'rforming a useful function. Take, for example, a cloth 
merchant in a town, say Meerut in the United Provinces. 
He needs to purchase cloth for his business, but has only 
limited Capital of his own. If he is a petty retail shopkeeper, 
he usually obtains a loan frtm a local money-lender, buys 

* Extrmet from a Jettfr of the Registrar of Co-oj)erative Societies* 
to the Chief Secretar)^ to the Governmetit of Assam, daterl the ist April, 
t^a6 {iBgishim Assembly Mmies. Otlicial ReiKjrt, yisX Jaotiary, 1927, 
ii. p, a39}. , . 
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with it doth from a bigger merchant in the town or Delhi, 
a neigbouring large trade centre, sells tlie cloth and from the 
sale proceeds pays of! his creditors, But if he bfe a larger 
merchant, he arranges to get goods from big tr|de centres 
through the local aratias or brokers, T^je merchajn^s deposit 
some cash with the brokers and the brokers, who are also 
bankers discount their customers’ humih or grant them 
credits in their books, purchase goods from the wholesale 
dealers of their to\Mi and consign them to thda customers. 
The amiias usually make a good profit out of the business, 
for they chi^rge their customers arat (brokerage) as well as 
interest on the book credits allowed or discount on the hundis 
discounted and. in addition, receive trade liiscount from the 
wliolesiiie dealers on the goods purchased for tlieir cuHtomers, 
Tlie brokers usuiilly employ their own funds in the business, 
but when the busy season arrivals and they find the deftiands 
u|)on tliem exceeding their resources, they raisi; money by 
endorsing their customers’ huttdis and re-discoutjting them 
with the joint-stock banks. Of this more, when we come to 
consider the relationship between indigenous bankinjf ajtd 
joint-st(Kk banking.* 

Exterml Trade, The injjigenous hanker, though playing 
an important part in the internal trade ct tbe country, has 
little to do with the financing of the external trade, except 
in so far as lie moves the crops to the i>ort from which they 
are exported. Th(? financing of ektenial trade is almost 
entirely carried on by the branches of the large British, 
colonial and foreign exchange banks which have their head 
offices in London or other foreign financial centres. • 

Until lately the working capital of these Exchange banks 
was raised outside India. During the last few yea/s they 
have adopted the policy of Ix^rowing funds in India.^instead 
of abroad. This is clearly brought out in the following 
table : 


‘ See btUiW, pp. 175 it $sq. 
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Dekisits IK India of the Exchange Banks. 19x3-1925.* 


1913 (Pre-War Year) - 

£{iooo) 

- 23.276 

igf 4 - - - - 

- 22,6X1 

^ 9 l 5 “ ^ - 

- 25.159 

1916 - . . - 

- 28,529 

1917 ... - 

- 40,031 

19x8 .... 

- • - - 46,392 

19x9 .... 

- 55 . 7 f >9 

192*0 - - - . 

- 56,105 

1921 - - * - 

- 56.397 

1922 .... 

- S 5 .f '38 

1923 .... 

■ , - 51.332 

1924 - ‘ - 

- ' - 52,976 

1925 .... 

- 52 , 9 t >9 

X92O ... - 

- 53.658 


Thfe is as it should be. The first effect seems to have been 
to divert a^jKirtion of the capital which has been available 
for financing the internal trade of the country to the assist- 
ance of its foreign trade, with the result that an additional 
though temporar}' strain has been put on the resources of the 
i«digenous*bankers. But in the long nin such a policy is 
bound to enctiurage banking anji investment habits among 
the Indian pc^ople^ 

* SiaJtUtcai Tabks relating to Itanks India, i‘>26, j>. i. 
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METHODS OP INDIGENOUS BANKING 

I. LOANS, ♦ 

Promissory Note, The methods of an indigenous money- 
lender or banker are diverse and interesting His most 
common method js to lend money on a written promissory 
note. A person in need of money goes to a money-lender, 
settles the rate of interest with him and obtains the loan, 
after writing out a promissor>^ note promising to pay on de- 
mand the principal and the intore.st which is mentioneil On 
the following page is a sf>ecinien of a promissory i^ptc written 
in Marathi and us<?d in the Central i^rovinces. TJie promis- 
sory notes used in the United Provinces or other parts of the 
country ^ are similar in sul^tance but in diffejent languages. 

llie promissory notes, or pro-notes, have to*f>e stamped 
with British postage stamp^^of one. two. three, i^r four annas, 
according as the loan is under K. 250, beiwien K. 250 and 
500, between R. 500 and 750, or above R. 750 respectively. 
The money-lenders often require sureties, called zdmins^ to 
attest the pro-note, but this is not insisted upon for small 
amounts. If, however, sureties are required and they 
cannot be produced, loans are granted at much higher rates 
of interest. * 

Rasid. In some cases, no jM’o-notes are given, but rasid, 
or receipts, acknowledging the loans are signed. ^Iif these 
the rate of interest agreed upon is stated. On page 58 are 
two such specimcfi receipts. 

* In commott parlance in the l^njab a promimory note hi nametitnes 
cnlic4 m 
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rt.n. 


PROMISSORY NOTE. 

« 

€ 

HlftH 

ihni 


* 

^ ^ ^ 

vtOhiO ifVr ^4iu 

WC) IWH T^Tf WrflTOT ITTOT 

•« *'■ 

1?^ wisTT^ — • irwfT 

^ ^nf! fifrili %3r^ wrinr. 

1 niw 5*n%^ Jifn^ WTQ>iitii ^ fthr ww jnw 

iHwiin nnn ffn, 

5 ^ 

mft 
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[Translation.] 

PROMISSORY NOTE. 

Shri. , 

No. Date (English) 

SamvitUt (Indian Date (Indiati) 

To Mr. 

inhabitant of Sub-district 

District in Vhose favour the writer ot the 

promissory note is (name of ttie debtor). 

This day i have received in cash rujH‘es 
in words at interearf at the rat^ 

of jK-T cetitum f>t‘r meimun. That amount I 

• • 

promi$<? to pay to you whenever you dernaiKh or to pay to the 
person in whose favour you order. 


Signature 
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SPECIMEN RECEIPT. 

(s) idt ftn lit 

* 

^ 

;; min firm 

flnft 1?; 

; 

nr n: 

(1) f?CTt nm 

ntn ;; : nn?^ ^ niitt rnnr 

mnr flnrt inrnr 

♦ S 

^ ^ - r" — — — — 

"• 

ftntr 



METHODS OF INDIGENOUS BANKING 59 


[Translatiok.] 

RECEIPT. 

Writing passed in favouf of 


by 4*>om you I 

have taken in cash in words 

its interest * jM?r nienst‘m. For yhich reason 

this receipt is givei^ 

Date (Indian) Samva^a (Indian Year) 

Signature 

Witness Witness 

Stamp 


Another form of Receipt, 
Written in favour of 


By m Received in cash 

in words Interest • 

Date Samvata (Indian Year) . 

Signature . * 


Stamp. 
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Dastavei, Another form of security against which loans 
are made are dastavez, or bonds. They arc written out on 
stamped* legal forms and are duly executed. Their special 
feature is* the recording in writing of all the conditions of 
the loan in detail, ag. higher rates of interest in case of non- 
payment on due date. The bonds are much used thei:efore 
in cases where it is considered safes^ to have all the terms 
stated explicitly in writing. 

lickei Bahis. The 'fickel Bahis} or stamp books, so 
called because stamps have to be affixed therein, provide yet 
another pojjular method of lending money, 'the system is 
similar to that of modem book credits^and is prevalent 
chiefly in Central India. In these bahis the borrowers pledge 
their signatures to repay the loans they take, but neither the 
conditions nor the rates of interest are mentioned, for that is 
not Customary. Only verbal contracts regarding these are 
made. . 

Rahan^ One other common method of lending money is on 
rahan, or on mortgage of landed projx^rty or houses.* This 
is a system prevalent almost ^^verywhere in the country, 
^oncy can always be obtained on the security of projx^rty, 
usually up td one-half of the market value, at a very advan- 
tageous rate tf interest as compared with that of a simple 
loan on personal security, as described above, and, as a rule, 
large sums are not to be obtained except by means of mort- 
gage. The mortgage* deed, called rahan nama, is duly 
roistered by the Registrar or Sub-Registrar of the district 
in which property is situated. In the mortgage deeds are 
noted tile dates of payment of instalments of the money, with 
accrued interest and their recoveries are >vatched accordingly. 

Therd are many kinds of mortgage in vogue, but the two 
principal classes are, firstly, the ordinary mortgages, in which 

> Bahi is the term for aa account-book kept by indigenoua money-ienders 
mnd bankers. 

* Tbis is calied guhan In ^them India. 
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the property is mortgaged, but possession is not given to the 
mortgagee and, secondly, the usufructuary mortgage** The 
characteristic of the latter kind is that the borrower makes 
over a part of his property, which is occupied by thp creditor, 
who receives the profits therefrom as interest, so long as the 
principal is not repaid. Sometimes the money-lender 
allows the borrower to rent the land from him. 

The usufructuary mortgage is again of two kinds, ordinary 
and that known as zarpeshgi. In the latter case, the mort- 
gagor is entitled to <iny surplus in the income from the 
mortgage over and above the stipulated interest, which 
surplus in the ordinary usufructuary mortgage is retained 
by the mortgagee. 

Conditioml Sale. A condition may be attached to a 
usufructuary mortgage that, if the money is not paid w^ithin 
the stipulated period of time,# the transfer shall become 
absolute and unredeemable.* In the event of there being no 
such condition, the borrower can recover his lands^on repay- 
ment of the loan. The usufructuary method is not so 
^ common as the ordinary' mortgage system. 

Paila PaUntan is anotfier form of mortgagi?^ in which 
possession of land is given tp the mortgagee foy a fixed term 
of years at the end of which the property revests to the mort- 
gagor free of all encumbrances. 

SuUuwa-PuUuwa, Another interesting kind of mortgage 
which is practised ip Behar, is called SuUuwa-puUuwa! Its 
special feature is the ease in the repayment of the loans by 
the borrowers who pay off by equal annual instalments 
spread over several years. The payments are made on what 
a modem banker w'ould term the amortization principles 
applied in their simplest form. Tlie instalments ar^ paid 

* It is called ^u4hhartta in Hrhar, It is sometimes known m bh^ghhunduk, 
m appoiMsd to drtshU or dt$h bhunduk, where |>09»seAftion of land ih not given. 

• The indigenous names arc Uib€-gakan, when the land can be recovered 
on payment of the debt, and muddat khatidi, when the land la|>ses to the 
lender, if the loan i% not paid within the time siipotated. 



62 INDIGENOUS BANKING IN INDIA 

at the end of each year, not at the bepnning, and every instal- 
ment is used first for the redemption of the interest on the 
unpaid chpital and the balance is applied to the reduction of 
the principal. Thus this method gives a reduced principal 
and a smaller intcrerf>t charge at the end of each year. 

Then again, money may be lent on a personal bond or on 
a mortgage deed, but in both cases with a discount. For 
example, a deed may be executed for R i,ooo to be paid 
after five years, the lender giving the borrower actually 
R. 700 only, the balance of R. 300 being deducted beforehand 
on account^f interest. The Mahomedans, wlv> do not like 
to Ik? charged with the sin of taking interest, often adopt this 
method. 

Kist. Yet another s^’^tem. which is found in the United 
Pmvinces (esp<?cially Moradabad, Meerut, Saharanpore and 
adjohiing districts), the Punjab (Gurgaon, etc.) and other 
parts of the country, goes by the name of kist, or instalment 
system. Jltc system i.s also known as hanaj, or rehat, or 
rehii, after the Kehtis or Bohras who carry it on in the north- 
west of the Upited Provinces. The retunis, if the business 
'T>rospers, ave enormous, almost fabulous. Money is advanced 
in multiples bf ten rupees, i.r. E. 10, 20, 30, and so on, the 
Ixnrower, or esmni, as he is generally called, contracting 
to pay back twelvT, rupees, in instalments of one rupee per 
month, for every ten nipees lent. Sometimes the first 
instalment is deducted at the time the^loan is contracted. 
Thus a man giving a note for R. 10, to be paid back in 
twelve instalments of one nipee each, would actually receive 
ih casli only R. 9, the first instalment of one nipee being 
deducted. In some cases, R. 10 are repayable in six instal- 
ments of R. 2 per month. Money is advanced on entries in 
an acepunt-book, no bond or pro-note l>eing taken from the 
debtor. This used to be the invariable mle, but in more 
recent times, some debtors having denied the receipt of 
money and suits having bcfn dismissed, it has become the 
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practice to take a thumb impression of the borrower on a 
separate account-book, or to enter into a written contract. 
The debtor feels that the mode of repayment is very con- 
venient to him, as the burden is spread over a npmber of 
months. This system is therefore a favoprite with the poor 
classes, who need petty loans and find it relatively easy to 
repay them in small instalments. Lakhs of nipees are- 
invested in this busineks ; in fact this is a good source of 
income to the rich Vaishyas, Khatris and Bohrasf in places 
where the system prevails. 

A specimen^ of the form of contract executed^ is shown 
on p. 64. 

Rujahi. Another instalment system * is called the rujahi 
(’daily*). According to this, a man borrowing R.jo on 
the first of a month has to repay R.32 in all in instalments 
of one nipee daily. Sometimes K.2 as interest are deducted 
in advance, the debtor being paid only R,28 and being 
required to pay back R. 30 in instalments of ope rupee 
daily. 

Hath Udhar. An interesting method of lending money in 
which the credit is entirely given by word of moutfi on both 
sides, no written document^ being used and ao witnesses 
being present, is the hath udhar or legally leaned the dast 
gurda^ No written chits are demanded ; hence it is 
restricted in its use to loans for very brief jxTiods nnd to 
persons whose credit j»tands very high And who are intimately 
known to the money-lenders. People usually swear by the 
sun or the moon or their children, and such oaths may never 
be broken, as it is solemnly believed that the sin of default* 
may cause the greatest disaster, 

# • 

* The same princifMi) can be seen working in diflerent localities in different 
ways. For instance, I visited a village Called Siwait in the Vnited 
and noticed that money is lent tIuTe on the mu-das or' nine-ten ' Hystem. 
The borrower receives tunc rnjjces and pays back ten in instalments of one 
rupee daily. 

> Hath udhar or dmt gurda literally means loan by hand. 
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[Translation.] 


I * A B C son of Caste 

resident of * Whereas I the executant (literally the 


' promiser ’) have borrowed the sum of twelve rup<5es, which is 

twice of six, for my businc?ss necessities from Mr. 

made up of ten rupees cash and two rupees advance 
interest on the aforesaid sum. Therefore f hereby proini.se to 
pay off and liquidate the aforesaid sum by mbnthly instalments 
of one rupee cash within the jxuifKl of one year. There shall 
be no objection to this on my part. In case of default or in the 
event of any of the instalments nimaining unpaid, the afofbsaid 
lender shall have the right to realise the whole sum at once from 
my person as w^cll as from my property, movable and immovable 
both, privately or through court (literally, * in any manner he 
pleases '), J shall have no ol|jection. Wherefore,! liave executed 
these few lines by way of a bond, so that they may serve as a 
record and be useful, wlien n<*tessary. 

Signature 


Witness 

Witness ' 

Written on Corresponding to 1927 

(Indian date) (English date) 

Written by - 


LB.I. 
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Another instance of a transaction in which no written 
contract takes place, but only book entries are made, is 
furnished by the dealings of the bankers of Bombay in the 
bullion market. If a banker accepts a transaction on verbal 
instructions and records it in his books, such transactions 
will be treated by the courts as genuine. The contracts 
made for buying or selling hundis or bullion through the 
brokers are valid contracts though ho written documents 
pass for suf^h transactions. 

Girvin, Yet another popular system of money-lending is 
girvin, or proj)erly speaking, pawning, i.e. the lending of 
money agamst the pledge of gold and silver ornaments. A 
poor man or woman who is in need of money goes to a money- 
lender with some ornament or even some household com- 
modity and pledges it as security for a loan. This occurs 
dailjv and thousands of easels of borrowing in this manner go 
on among the villagers and small townsfolk. In the case of 
gold ornaments pledged, if the price of one iola of gold is 
R.25. a loan of R, 15 would be given against it, so that the 
loan is given at the margin of R. 10 j>er toU of gold. The 
wi^mount of the loan differs according to the fluctuation in the 
market price.of gold per ioh. 

Where silver ornaments are pledged, not more than R. 50 
would be advanced for value of R. 100 received. In the event 
of the cover of 50 per cent, in the case of silver ornaments 
and 40 per cent, in the case of gold ornaments falling short, 
owing to fluctuation in the gold and silver price in the market, 
due notice is given to the debtor to make good the deficit. 

* Indian ladies, especially widows, used to do and still do, 
thm^h to a less extent — a lot of this pawning business. Some 
of them learn to write a little in the vernacular, and they note 
or get someone to write for them, the date of the loan and 
the de^ption of the ornaments received, on a piece of paper 
which they tie to the ornaments to which it relates. Most of 
them are absolutely illiterate, but they make some signs on 
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the walls of the house to help their memory, or else they 
remember the date without making any note or sign what* 
soever. Their memory is remarkable, the note ‘regarding 
the various rates charged in different cases being seldom 
made, but the details being always correctly remembered. 
Th^y rarely give loans on personal s<?curity, except when 
they know the borrower to be very honest and that he is 
willing to pay a higher rate of interest. Household utensils, 
clothing, or other articles of daily use, are sometifties pledged, 
and accepted in place of ornaments, but the latter are pre- 
ferred, and ^re the usual form of security. 'Fbe ladies are 
very shrewd in^his kind of business and hardly lose in a 
single case, because they always provide for a large cover 
of not less than 40 or 50 per cent., while accepting the orna- 
ments. It is not infrequent that the pledged articles are not 
redeemed and the cover yields tin extra profit. 

Loans in Kind. Having dealt with the various methods 
of making loans in cash, attention must now be^lirected to 
the methods of loans in kind which are qtiite common in 
Indian villages. Tlic usual system of loans in,kind are known 
as the sauaya,^ dyodha,^ or doona* prevalent -all over the 
country. Tlie cultivator who needs grain for Sowing or con- 
sumption purposes takes it as loan from tfio village money- 
lender, contracting to pay at harvest time the same quantity 
plus 25 per cent, which is the sawaya (rj times) or 50 per 
cent, extra which is the dyodha (x j* times) or 100 per cent, 
extra which is tlie doona (double), irrespective of the period 
of time for which the loan may be taken. In some places, 
like Saugor in Central Provinces, when people borrow /or 
the first time, they are charged dyodha (50 per cent.) in the 
first year, and sawaya {25 per cent.) in the next yelir. 

• Sawaya, or ^ewayi, jjpelt in i»oine«oid bookft a» sewayet, means.one *fui a 
quarter timea. 

• Dyodha, or darki, apett in mme old btx^ka as derhee, means one and a 
half times. 

• Doona, or doon, means twice. 
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Sometimes the money-Icuders advance grain to the culti- 
vators, convert the value of the loan from kind into coin at 
the currciit market price of the commodity, note in their 
bahis this price, and also the amount of com or seed advanced, 
add to this the interest and receive back the principal and 
interest again in kind after converting the cash money into 
grain, llie com is sold through their aralias or agents at a 
profit. The fixing of the rates for converting the value of 
com into money and vice versa is entirely at the discretion, 
of the money-lender, who both ways takes a favourable rate. 

Batai. i^n interesting system of loans in kind is what is 
called the haiai system, in vogue among iht zamifidars. The 
za#niwiaf-cum-mohey-lender helps the cultivator by ad- 
vancing bij or seed and money for khawai or consumption as 
settled between the parties, and in retuni, when the harvest 
is rehped, after recovering^ the original seed and grain 
advanced for maintenance, he shares the produce with the 
cultivator, .half and half. Out of his share the cultivator pays 
the labourers. The cultivators like this arrangement better 
than taking money on loan and working on their sole responsi- 
"Tiiility. ilia risks in this system are divided between the 
money-lender*' iind the cultivatof. If the market price of 
seed is high, the cultivator prefers the haiai system to the 
ordinary loan system. If, however, seed is moderately cheap 
and the ground good, the famier likes to produce on his own 
account, unless forced adverse circumstances, e.g, in- 
ability to get a loan of money on profitable temis. 

Lawani. Beside the methods described above, agricul- 
tilral loans are sometimes given on condition that the 
borrower sells the produce of the crops when ready to the 
lender'af a stipulated price, without regard to the price which 
may be^ current at the time of the deliver^' of the produce. 
This may be tenned ‘ pledge of produce ' or ' mortgage of 
the crops/ It is known as tawani (supply), since the debtor 
has to bring and deliver thejproduce. 
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Chaiiu Khata. Lastly, mention may be made of the wide- 
spread practice of the sale of commodities to small jpeople on 
credit. The shopkeepers who are also money-lenders open 
for their customers a chaiiu khata or * current credit account/ 
take account of the interest and risk iifvolved, by charging 
higher prices, or giving inferior quality, or in both ways, and 
make up the accoui^ at the end of every month. The 
Mughal and Pathan pedlars who wander from place to place 
selling all kinds of odd wares, from cloth to medicines, are 
the worst tyjMj of such shopkwper-cum-money-lenders. They 
have a clevc^ knack of selecting ignorant and fimplc folk, 
come singly, or in batches of twos, as nige smiling j)eopk, 
induce their customers to buy clothing or other things for 
weddings or other festivities, and readily agree to take pay- 
ment later on. They let things go for a time and sudj|enly 
in two or three months re-apjJear one day to exact their 
dues — three or four times the fair price—at the point of the 
lathi or stick — ' nay, at the point of tlie knife,** ^ as Dr. 
Narung said in the Punjab Legislative Council, 

2. 1 .)EK)SITS. 

The deposit business wh^ch really distinguishes a banker 
from a mere money-lender is extremely liiritgd in its extent 
among the indigenous bankers. There are some, mostly 
goldsmiths and landlords, who receive deposits and*pay no, 
or a little, interest on them. Some bankers, e.g, the Sara^ 
Basna of the United Provinces, sell hundis on themselves and 
receive deposits for very short periods— a few days — which 
are payable on demand, but payment can be shifted fol* 
several days. For additional capital in times of stringency 
they do not look to deposits, but arrange with Ujfe ^oint- 
stock banks. 

• 

^ I persooaily came across the case of a sen^ant iuul taken a loan oi 
R. 20 from a Pnihan money-lender, was paying him H. 2 per month, had 
paid H. 24 during one year and bad still to pay H. 20. The money-lender 
had taken a new bond for H. 20 in which no mention was nmde of the past 
payments or of the rate of interest. • 
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No statistics are available and it is difficult to estimate the 
amount of total deposits received by the bankers in the whole 
country, fir even in any one province, just as it is almost im- 
possible tor arrive at any accurate or reliable estimate of the 
total amount of capital invested in indigenous banking in 
India. The question No. 19 was left unanswered by every 
one of those who were good enough to respond to theQuestion- 
naire (Appendix II). Personal inquiries have met with no 
better results. The following remarks of Prof. Bumett- 
Hurst in regard to the difficulty of ascertaining the income 
of the banirers reveal the truth and would /pply to the 
t*stimation of their capital or deposits as wq?*. 

* Most |x?rs<:3ns of the middle and up|>er classt*s will hesitate to 
disclose their income for fear of increased taxation. It is true 
that some may be prepared to make statements, but it will be to 
their interest to minimise thl*ir receipts. It is very doubtful 
whether it will l>e jx^ssiblc to ascertain the income of money 
lenders, mpney changers, etc., in large villages and towns. If 
compulsory {x>wers are employed, the statements made would 
probably be purely fictitious.' ‘ 

* The bSkers in India mostly invest their own capital. 

They do not tnake it a regular business to attract large sums 

of money in doposits, and lend them at higher rates of 

interest than what they have to pay on the deposits, thereby 

earning the difference for the risk and labour. 

* « 

3, HUNDIS. 

'Fhe system of drawing hundis * has been in vogue from 
**very remote times.* * A hundi is perhaps the oldest sur- 
viving form of a credit instrument. Tliere is a legendary 
story^Mat Vastupal Tejpal drew a hundi of ten crores ^ on 

* ATolft of XHsuni^ by Professor A. K. Btimett-Hnrst {Report of the Indian 

Enquiry Committee, 1915. p' txb). 

* Hundi, or koondee, or koondy, as C. N. Cooke writes, seems to be a 
cormptioa from the word Hindi or Hindu, 

* C N. Cooke, op, cU, p. at. c 


* Ten crores 100,000,000. 
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the Nagar Seih (' City Banker *) of Ahmadabad» and that the 
temples of Dilwara ^ were built with the money. Another 
legend of the times of Lord Krishna has it that Narsimha 
Mehta of Junagarh drew a hundi on Seth Samalsah ^f Dwarka 
about 2500 years ago. Again, it is that Atmaram 
Buk^an of Surat, in the times of Sivaji, had extensive 
banking business, his hundis being honoured far and wide. 
His credit stood so higli that a story is told about it. Once 
a person ran short of money while passing through a forest, 
but he happened to have with him the hundis of Atmaram 
Bukhan. He tied one of them to the branche%of a tree. 
A merchant wis jjassing that way, saw that it was the hundi 
of a great banker and cashed it then and there. In old days, 
when travelling with cash was even more risky than it is now, 
people kept with them the hundis of well-known bankers. 

Definition. Although a hundi has existed from \ery 
early times, there is no legal definition of the term available. 
Section 5 of the Indian Negotiable Instruments Act of 1881 
contains the definition of a ‘ bill of exchange * which is 
applicable to bills, promissory notes and chexjues. Tlic 
hundis, as a nile, are deemed to lie outside the provisions of 
the Act, A hundi is governed by the timc-hon8ured custom 
and usages of the various localities. It k^nly where no 
specific customs obtain that a hundi is treated as a ’ bill of 
exchange * within the meaning of the Act. 

In simple words, a hundi may tte defined as a written 
order — usually unconditional — made by one person on 
another for the payment, on demand or after a specified time, 
of a certain sum of money to a person named therein. Tills 
definition, it may be pointed out, differs from that of an 
English bill of exchange in one important respect! %Vhile 
an English bill musi be an unconditional order, a hundi may 
not be so, e,g., n^jokhami hundiJ* 

^ These are the famous Jaina temples on Mt. Abu, in Rajputana, noted 
for their wonderfully fine carving work. Sec above, pp, lo and 29. 

* See below, p, 78. 
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Functions. Again, it may be explained that a hundi is not 
quite an inland Indian ' bill of exchange ’ which the existing 
text-books often make it out to be. One of its main functions 
is to enable one to get advances. A merchant who needs 
money may draw zjtundi on his agent or firm or some one 
with whom arrangement is made beforehand. It is , also 
a convenient form of remittance of money from one place to 
another. But in the financing of the trade of the country a 
hundi does toot occupy the .same pfjsition as a bill of exchange 
does in England. Under the English practice, a bill is drawn 
by an exp(>rter upon a certain bank which, acting under 
instructions from the importer's bank, a|^''i;pts such bills, 
provided they ar* drawn in accordance with the terms of the 
credit. Such bills invariably bear on them the evidence that 
they are drawn against actual goods duly di.spatched from 
one trade centre to anotheo-and therefore afford a perfectly 
sound means of investment. Such a method of finance does 
not exist in the system of indigenous banking. The hundis, 
it may be emphasised, cannot, as a rule, command ready 
acceptance by a joint-stock bank, because there is nothing to 
sliow that they are drawn against commercial goods. The 
banks usually iniiist upon the indorsement of well-known 
bankers before. <tealing in small traders' hundis.^ In actual 
practice, it may be pointed out, the hmidis approximate 
more to'cheques than to bills, although in legal phraseology 
they fall in the cat^ory of bills. 

Darshani and Muddati Hundis. The hundis are of two 
kinds, Darshani (sight or demand bills) and Muddati, some- 
times called Miadi (deferred or usance bills), i.e., bills payable 
after a stipulated period of time mentioned in the hundi and 
reckoned from the date of drawing. 

Illu^ations. 'The drawing, of a hundi is a simple affair. 
It will be dear fnan the specimens given on pp, 74 
and 76. 


^ Sec beiow^pp. 176 et uq. 
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Comparison and Contrast mth an English Bill of Exchange, 
In its essentials a hundi is similar to an English * bill of 
exchange. A hundi, like a * bill/ has a dmwer calltd likkai- 
wala dhani, a drawee called uparwala dhani, an^ a payee 
called rakkyaiwala dkani. Again, as in bill/ so in a hundi, 
an amount certain in money is mentioned and it is payable 
either at sight or on a determinable future date. Further- 
more, both instalments of credit are subject to stamp duty. 

But points of difference arise in the forms of the two. 
To begin with, a ' bill * is a briefly-worded document written 
in a perfi»ctly business-like style, but a hmuii is in ^he form of 
a letter with sibilations and words invoking divine blessings. 
These words, of course, var>' witli the religi6us sects to wliich 
the drawers belong. Again, in a ' bill,' the name of the 
drawer is given at the right-hand bottom corner, and in a 
hundi it is written in the actiKil body of the instrument. 
Then, in a ‘ bill,* the name and address of the drawee are 
placed at the left-hand bottom comer, but in a hundi the 
name is given in the body and the name and address on the 
reverse. Furthermore, the amount, in a * bill,’ is mentioned 

0 • 

twice, once in figures at the top comer of the left-h^iiQ sideand 
once in words in the body. Jhe amount in a hutedi occurs five 
times. First, at the beginning of the body ii js given lx>th in 
figures and words and then elucidated by stating * the twice of 

R ' Then at the back the amount is again *given in 

figures within a sniall square, and below it the same Is ex- 
plained by the words * one-fourth of the amount (is) * 

Sub-divisions, The darshani and mudiati hundis are again 
sub-divided as follows : • 

Hundi 


Darshani Muddaii , 


Dhani- Sak- Firman- Dekhan- Dhani- Sah- Firman- Jokkami 

M ^ % joe joe joe * 
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A DARSHANI HUNDI. 
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[Translation.] 


No 

Presentation Date. 

Shri, 

To pleasant and prosjxToiis town Bombay, the al>ode of 
merit therein to Bhai (brother) 

written from Ainraoti by Singhai Moti Lai Khub Chand whose 
greetings you be pleased to accept. Further a hundi is drawn 

for R in words Ruj^ees twice of 

R the double of which, in favour of Bhai (brother) 

Immediately on the presentation of this hundi, you ^\fi11 (please) 
pay tlie amount thereof in ciirrent coin to the pi^senter, after 
ascertaining his respectability, title and addre:«* 

Samvaia Date (Indian) Date (FInglish), 

• • 

Signature 
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A MUDDATl HUNDL 
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On iht Reverse Side. 
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[Translation,] 


Stamp. 

No 

To the pleasant and prosperous town Bombay the abode of 
merit (therein iCs^hai (brother) Manna Lai Karodi IVfal written 
from Bombay by Ram Prasad Uttam Chand* wliosc greetings 
you may be pleased to read. Further a kundi for R. 500, in 
words five hundn^L twdee of rupees two hundred and fifty, is 
drawm upon you in favour of Mool* Chand Kesari Mai on Chait 
Sudi 12, Sixty-one days after date you w^ill (please) pay the 
amount thereof in current coin to the presenter after ascertaining 
his respectability, title and address. 

Hundi written on Chait Sudi 12, Samvat 1083. 


On ike Reverse Side. 

Rupics — 

One fourth of the amount (is ) of (this) four 

times pay . 


Full amount. 
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The dhanijog hundi is one which is payable to a dkani^ or 
a person, as distinguished from the sahjog hundi which is 
payable to a sah, or a respectable person. The word dhani 
or sah written, as the case may be, in the body of the 
hundi. The banker who cashes a sahjog hundi is responsible 
to see that the presenter is the proper person to get the pay« 
ment. but no such liability attaches in the case of the 
dhanijog hundis. Nowadays the sahjog hundis are the more 
common.* 

The firmanjog himdi is one which is made payable to order, 
the ys*or\firman, which is written, meaning ' order.* 

Th^^jokhami hundi, which is drawn again jt-^.j{!c>ds dispatched, 
resembles an luiglish * documentary bill of exchange * and 
contains certain conditions, in accordance with which, if the 
goods are lost or destroyed in transit, the drawer or the 
hoWer of the hundi has ta suffer the loss. The interests of 
the drawee of o^jokhumi hundi are thus carefully safeguarded, 
the risk of the loss of value in the transport of goods being 
transferred from him to the drawer, or the holder of the 
hundi, who buys it wdth full knowledge of the risk. The 
buyer oTsuch hundis, therefore, acts as an insurance agent. 

The dekhunhar hundi is oyc which is payable to the 
presenter or^l^arer. In it the W'ord dekhanhar and some- 
times even the English word * bearer * is written in the 
vernacular. 

All these kinds of humiis except Jhe dekhanhar are of 
ancient origin. The dekhanhar, however, was introduced 
about the beginning of this century^ The credit of its intro- 
‘ duction belongs, to a great extent, to the Shroffs* Association 
of Bombay. All these humiis are current at the present time, 
butHhe hurnii has fallen into disuse, inconsequence 
of the establishment of insufance companies. 

of a Hundi, At the same time that a banker or 
merchant draws a hundi on a correspondent in another centre, 
he him an advice which is called nakaL In the nakal 



METHODS OF INDIGENOUS BANKING 


79 


NAKAL. 

H t/t fttirat tfi B 

II < B yir^ iTB^ »nt 

ift Wilful i» fttn^ ^ 5^ '•w? irt BjfTt i «nn:« 
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jtw ^ ^ to: ^ f I ^ ftnint 
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[Translation.] 

Shri. 

To pleasant and prosperous town Bombay, the abotle of merit 

(therein to) Bfiai (brother) 

* * • 
written from Amraoti by Singhai Moti Lai Khub ChAuid whose 

greetings you be pleased to accept, further a htmdi payable 

on demand is drawn for R ’••. in favour of 

Bhai (brother) on 

So on its presentation please make due payment thereof. I Mease 
write to us, if we can be of any service to you. 

Dated 
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are dearly set out the name of the drawer, the amount pay- 
able, the name of the payee and the period of usance. Unless 
such acf/ice be received and it tally in these essentials with 
the hundi, the hundx is not discounted by the drawee, but is 
kept in suspense, called khadi, for three days, within which 
instructions are obtained from the drawer by telegram. A 
specimen form of such advice is given on page 79. 

AmoufU, Tlie hundis may be dra\im for any sums accord- 
ing to the requirements of the parties concerned. It is, 
however, striking that usually hufuiis are drawn for amounts 
like R. 2ei0, 400, 800. 1000, 1200. 1600, and so on. 

Usance, There is no fixed period for which a 

muddaii (usance) hundi may be drawn, except that it rarely 
exceeds one year. In older times the usance was fixed for 
bills on different centres, according to the time taken in 
transit from one centre to iinother. Nowadays it all depends 
U{>on the convenience of the parties, although custom is still 
a governing factor in many places. The muddaii hundis are 
sometimes classified according to the days for which they 
are drawn from ii, 21, 41, 51, 61. or even more or less days, 
up to 3(>i days. They are more largely used in central India, 
the Centraf Provinces, Bombay and Bengal than elsewhere. 
In the Cent raW Provinces there are three accepted varieties, 
viz. (a) iksathdini, or of 61 days, (b) eksovisdini, or of 120 days, 
and (c) baramasi, or of one year. In central India, the 
muddaii hundis drawn are usually of 45 or 61 days, in Bombay 
41 days, in the Punjab 121 days, in the United Provinces 
61 or 91 days, and in Bengal 61 days. 

Days 0/ Grace, Three dsxys of grace are allowed in the case 
of English bills of exchange, but with tlie hundis they vary 
wittfthe usance. No days of grace, or gilas to use the indi- 
genoqs terra, are reckoned., if the hundis are of less than 
II days' maturity. For hundis of ii to 20 days* usance the 
days of grace permitted are 3. and for those of longer than 
20 days* maturity they are 5. 
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Stamp *1^6 stamp duties on hundis are as under : 


R* A. 

1. Darshani hundis for amounts exceeding R. 20 - - o 1 

2 . Muddaii hundis, (Up to 1 vr. 

For amounts up to R. 200 • - * - - o 3 

Exceeding R. 200 but not exceeding R*i,6<x). 

• For evcr>»' complete R. 200, and any fractional part 

of R. 200 03 

Exceeding R. i, 6<K) but not exceeding R. 2»5(X> - 2 4 

Exceeding R. 2,5 <k) but not exceeding R. 10,000. • 

For ever^^ cornj>lcte R. 2.500, and any fractiomU 

part of R. 2.500 24 

E\ce<x;iing R. io/h)o but not exceeding R. 3o,iMKi. 

For every \binplete R. 5 .o(h), and any- fractional 

part <»f R. 5.<HK) 4 B 

Exceeding R. 3 o.<k>o. 

For every complete R. 10,000 and any fractional 
[Xirt of R. 10,000 « ~ - - -90 

3. Muddatt hundis. 

(Exceeding r yr. usance.) 

For amounts exct‘(Niing R. 10 02 

R. 10 but not exceeding 

* R/ 50* - o, 4 

,, „ „ R. 50 .. R. lyo . o 8 

Exceeding R. io<i but norexceeding R. 1.000. 

For every complete H. xoo, an<l any fractil^ial pjirt 

of R. i(K> 08 

Exceeding R. x.om). 

For every complete R. $fK} and aOy fractional part 
of K. 500 28 


Endorsement and Discount of Hundis. After drawing the 
hundi in its proper form, it may be sold at the current rate of 
discount called hundiyana or hundiyavana. The hundi can 
be discounted and re-discounted any number of tmied and 
may be sent to distant places in the country, by means of 
endorsements at the back, before it is finally collected on due 
date. The discounting of a hundi is called sakarana. Every 

endorser of a hundi is liable to the holder for its paymex^t. 

fav r * ‘ - - 
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but he can make a special endorsement call<i|^ $im to the 
effect that, if the hundi is not cashed by the drawee, it may 
be presented for payment to a specified person. Such 
special endorsement enables its author to escape from lia- 
bility, unless the payment is refused both by the drawee and 
the person intended to take the drawee's place. In the event 
of the double refusal, the special endorser has the same 
position as an ordinary endorser. Such an especially endorsed 
hundi is called a jikri chithihi. 

Dishonour of Hundis. The dishonouring of hundis is ' an 
event of r»-e occurrence.' ' If they are not honoured on due 
dates, the drawers are considered bankrupt The drawee of 
the hundi may, however, refuse to accept it, if he does not 
hold any deposit for the drawer or no arrangement has been 
made for the acceptance beforehand. When a hundi is so 
invalidated, it is sent to anrindigenous bankers' association 
at a centre such as Calcutta, Bombay, Madras, or Cawnpore — 
which puts its seal on it. The hundi is then returned to 
the drawer and he has to |>ay s}>ecial cliargcs called nikrai 
sikrai at one nipee jrt hundi, irrespective of the amount for 
which it is drawn. The draw^er is also liable to this penalty, 
if the hundCh returned to him 4 or some irregularity in its 
drawing, 

Additio^l Copies, If the original hundi called khoka is 
lost, a second copy called paith is issued ; if even the second 
is lost, a third called parpaith is given ; and in the event of 
all the three being lost, a fourth called nmijar, or panehyati, 
is provided. The last is so called bt^cause it is drawn by the 
Pancha (five leaders of the bankers) of the place of issue. 
A bill of exchange, on the other hand, is sometimes drawn 
in a set of three, called the ‘I'irst of Exchange,*^ the ‘Second 
of Exchange ' and the ' Third-of Exchange.' Tht examples 
of the indigenous ‘ Second, Third and Fourth of Exchange ' 
are given on pp. 84-89. 

* Cooke, op 15 ; |tlso Shirrsui, ap. cU, p. 341. 
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Hundis — ihc Best Form of Imeshneni. The hundis afford 
an excellent source of investment to the indigenous bankets* 
Some of them do not draw hundis but purchase thefn. The 
Muliani bankers of Bombay who sixKrialise in th& kind of 
business purchase the hundis drawn for t%^o or three months. 
These are discounted at the rate of anything from 6 to 9 per 
cent, and are re-discoupted with the Imperial Bank of India. 
The difference between the Multani banker's rate of discount 
and that of the Inperia! Bank is the profit which he earns. 
The hundis are discounted both with the Imperial Bank and 
the Indian joint-stock banks, but not with the Exchange 
banks, which ha'v 0 nothing to do with this kind of business. 

4. METHODS OF ACCOUNTlN<;. 

A few words may be s<ud about the system of indigenous 
accounting, which is reputed not* only for its antiquity, but 
also for its simplicity and efficiency. A town money-lender 
or banker keeps several account books called hahis, vi/., a 
rokad baht (‘ cash book '), a nakal bahi (* journal '). containing 
credit transactions, and a khala bahi (' ledger/). A village 
money-lender maintains the khata bahi and one yoznamcha 
(' day book '), in place of th<?two rokad and nakal bahis. 

In the roznamcha or the rokad bahi, on thi> left side, arc 
entered the credit entries and, on the right side, the debit 
entries. At the end of each day both the sides are totalled 
and the cash compared. From these day books the names 
of the customers are carried on to the khaia bahi. The pages 
and dates of the roznamcha or the rokad bahi are noted in the 
khata bahi. An index of the names is given at the beginning 
of the khata bahi, «Tnd on reference the account of any customer 
can be easily found and inspected. 

In the khata bahi {* ledger there are various accounts 
which are called khatas. There are two kinds of accounts *> 
personal, called dhaniwar -khata, and other called shri-khaia. 
Some money-lenders keep these |wo kinds of khatas in two 
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PAim 

W. to ^ ® 

lf>TT?n?iiTl iftn ftnft 5^ jt ^ ^ fp ?nt flitWI 'vp ^ 
^pnt ^ f%in t 'wwt pqm *100^ 

^^#iri*r Fmr ^ ^ vwh w^fn^ttrirm^ ^ 

* 1 . 

Tw »»m flnft 5 hr ^ ^ jtn ft^urm p»»w 

'INw «t «int ^ ^ I flnt^ ^ ^ St #nT s«| ^sift 
sft iA ^m. wrpt vft wfin f fit tf>| ift ^tmi wtt 
inf?r s snsfP wrr »rt« ftrwf s ?i?n» wt ?w jiin 1 
stm stqin jrwp wt ^ ^hwpc snirnn i ^ 

W "WT fti ift ^ t| wwntT yftx tnur ^ ift ^ Tf 
wwim » % 8 nft %pw tpl s sst.^ 


On (he Ra'crse Side, 
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[Translation.] 

lb the pleasant and prosperous town Bombay Port — the abode 

of merit — (therein to) (brother)' Manohar I-al Him LaJji 

written from Lalitpur by Mansukh Das Virdhi Qiand whose 

greetings you b(? pleased to read* Furtljer a hundi for R. 500, 

in words five hundred, twice of rupees two hundrt*<i^ and fifty, 

was drawn ujx>Yi you by us in favour of Ram ('hand Beni Ram 

# 

on Chait Sudi, 14. to be paid on demand in current coin with due 
regard to (the qualifications) resjKxtability, title, address of the 
r>ayee. Now the aforesaid payc?e informs us that the hundi has 
lost. Therefore this sewnd d<x:ument is Ixung dr«wn upon 
you. Of these we shall l)e resfKinsible for the amount of one. 
You will (please) consult your cash lx>ok, day iKx^k. iukI other 
account books, before making payment. If the hundi has been 
paid, the paith becomes cancelled, if the paith is paki, the Hundi 
is to be regarded a.s void. This paith is drawn ilp on Vaisakh 
Badi I, Samvai, 1983. 
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PARPAim 

W. tP 

i(kT 919 «A 9^ni3t mifw 911 ^ ift 1 * 

^19 uNw I Anr s «nt%,'9nt ^m — HoOj 

^<nr ^ ’A’ n<*ni m ^ ^ t«i 

TW ^TB ftnrt SB Jtw VPfi 9P| flpWTBt 

9 iTrB ^hw BtT wBmt 9*1 ^ 1 flnft ^ ^ ^ ^ ^ 

figpph ^ 1 TO %iinr iRfi ^ ^ >A fijnft '«ft t ift iW 

'3 

^ BT9f »fTtT t f% ^ Bft »lt • ^ WTf f WTO# 

■wt wd ftiwl s wi JTO ^ I wq qr»^ TV«f TO9 <>?• 

upwi ^qi9t mntqu I ^ift ***< 91^ ift in(! 

TOTO qfrc TOT TtAj Tf TOTO I qftt qt^ 

TOT 9l\Tfr ^ ^ Tf TOTOT t . qi^ f^jqft 8nft i9 q);^ T 

« 

♦fir ; 


On ike Reverse Side, 


4 » 
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[Translation.] 


To pieaf^ant and prosptTous town Bombay Port, the alxxle of 
merit (therein to) (brother) Manohar lal Hira Lalji written 
from Lalitpur by Mansukh Das Vlrdtu Chandji w^osc ftreetings 
you be pleased to read. Further a hundi for K, 5 <k>, rupees five 
hundred, twice of ruj>ees two hundred and fifty, t^ double of 
which was drawn upon you by us in favour of Ram Chand Beni 
Ram on Chaii Sudi 14, to be paid on demand in current coin with 
due regard to (the qiialihcations) the res|>ectability. title and 
address of the pajTC. And a paith was also drawn on Vaixakh 
Badi I. Now^ the |>ayce of the hundi informs us that the paith h 
also lost. jTherefore this third document is being drawn upon you. 
Of these we shall be responsible for the payment of one only. 
You will (please) consult your cash took, day book, and other 
account books, before mailing payment. If the h^^i ham been 
paid, then the paith and ihe patpaiih are to to regarded ais 
cancelled, if the pai^ is paid the hundi znd i\\ '\parpaUh are to be 
taken as void. This par paith is drawn on Jeth Badi a, Samvai^ 
1983. 
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MAUAR. 

M 4 H 

ftn ^ 3***^ yww*! 

mm 'th ^sf^njt % ?nf?s wm w 

^fTt ^wfTi Moo^ irt *ii| ?ngs ito ?ngi 

iA «(R nft « «ni^ icwif 

tm qm flnft ^ ftn fnr 15^^^ wf »ftn wt 

ftnwft 9 » flnft ^WTW ^ ^ 'rfN: ftnft ite i«t 

%»ft ’ift • ^ T^ mmi Msft mnn f fl* inn ^ ww 
if^ »i^t[ I «y ^ 9 s im in:n* irtsflf ^ «ft 
nt ift •»« v«ft m T»? »ir»f, WTHT, 's/lr ftw^ 
•^hm vqp «T 1^ imt ninii ftnm; ^ 1 <rfk <ft 

'wwi iiif* i<Nf 9 ift ftwT *1^ f^, ifr »if ibrc t ; 
qv «t ^ m i mt ^ Hift ^ irt 1 1 ftniif i 

*" • * "1 I flnft 5^ ^ ^ » 

n: ^ .» 

^ 

< - 

i 

M 
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[Translation.] 

r 

To pleasant and prosf>erous town Bombay Port, the abode of 
meri*t, (therein to) the Pancfia (ftve leaders of the bankers) written 
from I^litpur by the Pancha (the live leaders of the bankers)* 
Further a hundi for R. 500, rujx^es live hundred. wasMrawn here 
by Mansukh Das Virdhi Chandji on Phai (brother) Manohar Lai 
Hira Laiji in favour of Ram Chand Ikiii Ram on ChtlU S$*di X4, 
to be paid on demand in current coin with thc.duc regaid to (the 
qualifications) the rcsj^Kxtability. title and address of the payee. 
And a paith \vi\s drawn on V'aisakh Badi 1 and a parpaith on Jtth 
Badi 2. Now the payee of the hu^i infonns us that the hmndi^ 
its paiih and par paith — all the three are lost. Therefore if the 
hundi, the paith and parpailH arc all lost, please consult the 
drawee’s day book, ledger, cash and credit b(x>ks, and then have 
this fourth document paid. ^ If the hundi, or paith, q/r parpaith 
has been paid, then this maijar is to be regarded as cincelled and 
to l>e returned after jKrriisal. ^Iiis fourtli document is drawn on 
the aforesaid drawee and wc hold ourselves responsible for only 
one of the four documents. 

(Signed) I. ’ 

2. 

Dated Jdh Sudi i, 3. The Pancha. 

Samvata, 1983. 4. 
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separate bahts. In the personal 'ledger" are entered the 
personal accounts and in the general * ledger ' other trans- 
actions i^uch as sale and purchase of commodities undertaken 
by the dbney-lenders on behalf of their customers. 

Calculation of fnUrest. Some money-lenders keep a 
separate book for calculating interest caDed sood bahi or 
vyaj bahi, which may be translated as an " interest book." 
Interest is usually calculated on wHat is called the kaimiti 
system. I^eceipts and advances are regularly entered in the 
account books and interest is charged on the daily balances. 

Bankmig Scripts. Tlie accounts are kept in different 
languages, scripts and numerals which vary not only from 
province to province, but sometimes, in the same province, 
nay, in the same town, from money-lenders to money-lenders. 
It is said that as many as fifteen thousand sets of numerals 
are* prevalent in the Punjab alone. But the mahajani 
numenals are most widely used throughout the count^>^ 
except Madras. The mahajani numerals arc distinguished 
for their simple forms for vulgar fractions such as quarter- 
rupee, half-anna, quarter-anna, which are used in accounts. 

^Indigenous Banking Year. iTmay be stated here that the 
mahajani ;fear, or the indigenous banking year, closes on the 
Indian date JHartika Badi 15 which falls in the month of 
October or November. In 1926, for example, the Kartika 
Badi *Amaufasya was 5th November, and in 1927, 26th 
October, when the last banking year closed. This last day 
of the banking year is a great Hindu festival called Dipawali 
or Diwali, meaning ‘ a row of lamps,* which is celebrated with 
great rejoicings. All the houses are washed and cleaned, 
they are lit in the evening with innumerable lights, the old 
hahfs''axt posted up to date and worship is offered to the 
Goddess of Wealth, Lakshpii * The following day of the 

. the worslup ot the prectous metals in some form is indispensable, 
as this is believed to be productive of wealth and prosperity throughout the 
comiiig year. The account books of the family or the firm are also brought 
out and woiahipped, and many people open new account-books from this 
date * (HtfMfii JFasis ami ky A. C Mukeiii, 1916, p. 141). 
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Dipawali, i.e. Kartika Stuii I, is the New Year’s Day, when 
the indigenous banking year commences. On that day it is 
omsidered inauspicious to read or write. So the indigenous 
bankers, students and authors have it as a gcneralmoiiday. 

• 

5. TRADE SIGNS, SECRETS AND SUPERSTmONS, 

Signs and Secrels. Like most traders the indigenous 
bankers have their own signs and secrets. They varj^ from 
place to place, eveiy gn>«p of bankers having a separate code. 
For instance, in Kathiawar, the following is in vogue : 


Ktis 

«=one. 


Goth four, 

Dhar 

two. 


Mtd five, 

Udhan 

three, 


and so on. 

Another example of the special words for numerals is the 
following, used by a class of smjll traders and bankers in the 

Central Provinces : 



Sang - 1 

Siian 

2 

Ekuai - 3 Foiik - 4 

Budb - 5 

Dhink - 

6 

Pank - 7 Rakh - 8 

Nung - 9 

Mind hi - 

10 

etc, etc. 


Furthermore, some banters decide among themselves \hat 
the number spoken must be deducted from a Certain fixed 
figure, say loo, to get the figure really meant, ^lis secret being 
carefully kept. So that if 97 is said, it may actually mean 
(100-97) or 3, and so on. 

I noticed a curiqus system among the cotton tr 43 ers of 
Indore who are also bankers. They keep with them a piece 
of cloth, and whenever a trader wishes to transact some 
business with another, he spreads this cloth over his hands 
and brings the other party's hands also under the same cloth. 
Then the two proceed to talk in a quaint langu&^e, the 
actual offer of a transaction tis made under the secrecy of 
the cloth, while the rejection or acceptance is made verbally. 
So that even if any one is hearing the convwsation near by, 
he can have no idea as to the si|e or price of the bargain. 
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SupersiUims. Like other traders again, the bankers and 
money-lenders are not free from superstitions. For instance, 
to uttcrithe number seven in Telegu {Yedu) is r^arded as 
unlucky, because it means weeping. So even an educated 
banker will, in plac€*of seven, say * six and one.' Then again, 
the Hindus, when counting, always begin with the Sanskrit 
word Labha, which means profit, instead of saying ‘ one.' ^ 
Similarly the Mahomedans start with Bismillah or Barkat} 
as words invoking divine blessing. 

^ The Oriya merchants say Laho instead of * one.* 

, ^ In Garhwah tlicy say Bar gad. 



CHAPTER IV 

INTEREST CHARGES 

r RATES FOR LOANS AND DETOSITS. 

Loans tn Kimi. The indigenous rates of intcrest^nay in 
their fickleness be likened to the English weather. ITiey 
vary from place to place * and time to time. Taking the 
agricultural loans first, their special feature lies in the fact 
that both the interest and principal are paid usually in kind. 
The rate of interest is often 25 pe% cent., 50 per cent.* or even 
100 pcT cent., in accordance with the system called saxoaya, 
dy6dha and doona in vogue, but here and there it may be 
more or less than these figures. These rates, it must be 
noticed, are not per annum but for the period of the loan, 
which is usually six months or even less, as tlW loan is 
contracted either at the time of sowing the crop or later, and 
is repayable when the crops are ready. It will thus be seen 
that the rates per annum are even higher than the rates given 
above. Such high rates prevail even where the co-operative 
credit societies are in existence, though in such plaCiStfk they 
show a downward tendency. 

Cash Loans. The prevailing rates of interest on loans 
other than agricultural range from 8 to 12 per cent., in case 
of good security, and from 12 to 37! per cent, per annum, 
when the security is inadequate. In cases of grave risk, the 

' Cl. * In Denga! it is »ai<i to be 36 per cent., in Eastern Ikrnga! 37 J t«» 
75 per cent , in the Ontra! Provinces Anything from 6 to 100 per cent., and 
in Madras 6 to 36 per cent , ' (Enquiry imio the of Pfices in / by K . L. 

Datta, 19 M» vol. i. p. 165). ' In I^mbay the usual rate oi interest paid by 

the mill-hands is 75 per cent.* {Lab<mir and Homing in India, by A. H. 
Bumett-Hnrst. 1925. p. 70}. ^ 
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rate is one anna per rupee per month, which is 6^ per cent, 
per month, or 75 per cent, per-annum, and sometimes it is 
even as high as 12J per cent, per month, or 150 per cent, 
per annum, ^ but the rate prevalent for loans advanced on 
personal security is^adhanni or a half-anna per rupee per 
month, which is equivalent to 37I per cent, per annum. 
The various rates of interest current in towns are : 

R. I, 1/8. 1/9, 2, 3, 3 / 2 , 4/8, 4/12 per cent, per month; 
or 12, 18, 18 J, 24, 36, 37|, 54, 57 per cent, per annum.* 

Tlie usual rate charged by the Pathan itinerant money- 
lenders l«ne anna per rupee per w^eek, which is over 25 per 
cent. }>cr month, or 300 per cent, per annum. 

Panning, The rates of interest on loans against orna- 
ments and valuables range from 7^ to 18 per cent. ; in the case 
of gold ornaments, 7I to 12 per cent. ; in that of jewellery 
fron? 10 to 15 {K r cent, ; and that of silver ornaments 18 per 
cent. annum.* In the case of large sums the rate of 
interest dimmislu*s on a sliding scale, the rate being scarcely 
more than 12 per cent. i)er annum, when the loans exceed 
.several tlmusand rupees in amount. The rate on commodi- 
ties "Such clothes and utensils which are not regarded as 
good securif^ is . anna percu[)ee pt»r month or 75 per 
cent, pet annum* 

Kisi Raks, In the case of the loans on the instalment 
system, Tr. the loans of rupet^s ten (or its multiples), repay- 

* Cf. * i, i anil even 4 per rupee jwr mouth or 75 to 500 per cent, 

pet annum are all well-known rates among servants, petty traders, etc.* 

tkf e/ Jniroduemg Land and AgncuUwal 

lianMs %nia Me ^fadras Presidency, by I*. A. Ntcholaon, 1S95, vd. i. p. 235). 

* CC. 'The rates of interest vary from 12 to 75 per cent., but a majority 

of the loans bear interest at 20 {^^er cent. f)er annum.* (Land and Labour 
•it a ViUoif, by H. H. Mann, Study ii. 1921, p, 1x7). 

* Cf. J. C. Jack gives a much higlrer hgure for such loans, i .r. 36 per cent, 
compound being the normal rate ' <r*c /{conawic Life of a Bengai OistricL 
by J. C. JfWck, I9*b, p. 101 1. This is not borne out, as a general rule, by the 
prtmnt inquiries, 

* In the eemrae of my inquiries I came across cases in which lower ratea 
were charged* but in my opinion they were exceptions. 

f ^ 
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able in twelve ixistalments of one rupee per month, it will be 
noticed that the interest is not on a fixed sum of rupees, but 
on an amount which is diminishing every month by one more 
rupee and works out at about 44 per cent, per^ annum. 
Where rupees ten are repayable in six instalments of two 
rupees per month, the rate of interest conies out even higher 
— 80 i>er cent, per annum. Interest from 37]^ to 300 |)er 
cent, is charged on instalments in arrears. 

Rates on Mortgage. The mortgage of house ahd landed 
projierty free from encumbrances are readily acceptable as 
good security and the rate of interest varies, accr uing to 
circumstances, from 6 to 24 per cent, per annum. The rate 
for a loan on a usufructuary mortgage is seldom more than 
9 per cent. p<*r annum. Owing to the complicated nature of 
the Mohamedan law of succession to the property, the 
Muslim borrower has to satisfy tho creditors that the pro|>eVty 
in question has no adverse claimants in accordamce with 
the law and custom, before he can expect to borrow at the 
u.sual rate of interest. 

Cattle Credit Rates. Mention must also be made of a form 
of important transiiction in which no sptxific rate of interest 
is charged, but wherein the interest charged sometimes 
exetH^ds the principal. In this category fcdl.s iht hire* 
purchase system in regard to cattle. In the United Pro- 
vinces, when a cultivator purchases a bullock from a trader 
in cattle, he agrees tq pay in several instalments a sunrtqual 
to two or three times the price. In As.sam. a cultivator 
usually takes a bullock on hire, with the stipulation that he 
pays eight maufuts of paddy as hire.^ 

Sahukari Rates. The sahukars, or bankers, ^niong them- 
selves charge 9 per cent, per annum only without reedving 
any security. Owing to the njonetary stringency, the rate 
is sometimes 10 per cent, and in some places even 12 per cent. 

* Royai Commtsiion an Agriculture, in fndm, 1927. Minuteii of Evia«oce, 
vol. V. p. jSi. 
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This is known as the Sakukari Byaj or interest for bankers 
and money-lenders, 

Co-opemiivt Societus* Rates. In this connection, it will be 
of interesi to note that the rates of interest charged by the 
Co-operative Credit^ Societies in India on loans to their 
members are from 6 to i6 per cent, per annum, varying 
according to conditions.^ 

Lej^al Rates, Tlie nite of interest allowed by the Indisin 
High Courts is 6 j>er cent, per annum, in the case of trans- 
actions in which no rate is mentioned. The same is the rate 
permitt^ by the Negoti«tb!e Instruments Act in the case 
of a negotiable instrument in which the rate of interest is not 
specified. 

Deposit Rates, The interest on dej[X)sits varies according 
to the status of the parties. First-class firms, as a rule, will 
not ‘allow more than 72 annas per“ R. joo per month or 
5] I pt*r annum, but second-class firms may pay up 

to ten annas jkt R. ioo per month or 7} per cent, per annum. 
The Co-opera tiv'e Societies allow 6| to 12 J per cent. inicrCvSt 
on the deposits made with them.® 

Compoutui Interest. The interest charged is usually com- 
pound, i,e. c%imulative. According to the terms of the loan, 
on the d'wvdat^of payment of the loans, or at fixed intervals, 
the principal and the interest to date are added up and 
fresh interest begins to run on the whole amount. Such 
occash^'S are also embraced by tlie money-lenders as opix>r- 
tunities for levying a higher rate of interest than originally 
agreed upon. Cases are not rare in which the debt amounts 
to three, four or five times the original loan, because of the 
compound interest charged.* In pre-British days the com- 
pound interest was restricted by custom to 50 per cent, for 

cash loans, and 100 per cent, ^or grain loans and the original 

* 

» See Appendix I (Table No. a). » !M. 

* * balf 0 I the total debt thn>ughoftt tlie district is really the 

of compound interest* J. C. Jade, cu. p. xof . 
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debt could not exceetl these limits. This custom was 

embodied in the ancient rule of Damdopat which laid down 

that interest should in no case exceed the princifxil., I’nder 

the British rule, we have it on the authority of Darling, 

■ custom was replaced b)' law, which looked only to the bond 

and interest was allowed to accumulate without limit.' • 
« 

But this is not quite the existing legal position. Although 
the present law lays* down no definite limit, under the 
Insurious Loans Act Indian courts are einjxmendlo re-open 
unreasonable transactions and grant relief to the delitors.* 

■X HONDI I<\Ti:S. 

Before considering tlu* rates of discounting hnndin, certain 
technie.il terms em|>loye<l in this connection call for ex- 
planati(.»n. 

Tin indigenous name foi the* discount rate of humih is 
quite sinqile. It is. as already statid, hnndiyana or hundi- 
y(tva)ui. It is witli the English equivali nt that we nf‘ed some 
care, ( he ( ontr«>lier of I’urrency in his annual rejvorl us<s 
the term ‘ Bazaar rate ’ anfi not ' hundi rate ' to designate 
* the rale at which the hills of small traders are discoursed 
bySliroffs.' t * 

It is to be noted in the same retM>rt that it i«Mlw*4inp<Tial 
Bank of India ' hundi rate * and not the * Bank rate/ which is 
defined as ' the rate at which the Imjierial Bank will discount 
first-class three months’ bills/ 

I'his is because the Impr^rial ‘ Bank rate ' is not, like the 
’ Bank rate ’ in t^ngland, the discount rate, but the rate at 
which the bank will ordinarily advance money ugainsi 
Government securities. 

The Bazaar Rates. It is with the * Bazaar rates * fHht we 
are concerned in this chapter. They are of particular 

* Ilarliog, cU. p. 2i3. There i» a saying in India that iiiterr.%t turn 
even fastrr than a horae. 

* See below. Chapter VIC 

J B4. 


o 
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interest, because they afford the In-st means of measuring 
changes) in the indigenous money-market and of bringing to 
light its special features. Luckily the Bazaar rates since 1921 
for Bombay and Calcutta are available in the annual 
reports of tfie t onj^roller of ('nrrency, *1 he rates for other 
centres are not given, but they are still largely determined 
by the customs and conditions niling in the local bazaars, 

riie lk»mt>ay ami Calcutta rates afe thus effective mainly 
in tlu* P«^siden<:y towns. 'I'o facilitate their examination 
thry are reproduced in the form of a diagram facing iliis page. 

In diagram .several interesting facts arc notic(‘- 

able. The most striking feature common to both the 
Bombay and (Tilcutta rates is tliat tiny are subject to 
seasonal tluct nations. Broadly speaking, the rates show an 
upward tendency from Ih^cember to May and a downward 
temiency from June to N4.veml>er. During 1923 and 1924 
the thictuations were violent both in fre<juencv and in magni- 
tude, the Bombay rates varying in both ytsus from 7 to i j| 
and the Calcutta rates from t> to ltd in lo-yc and from \l to 
8| per cent, per annum in 1(124, The exceptionally high 
rates ofTl^scoimt charged by the t)ank<‘rs in these years were 
due to tliesheav}' los.ses incurred by tliem in their business 
as a of the trade depres.sion of 1(^21-22. Since 

i<)25 the IhitTuations exhilnt a clear tendency towards 
diminution both in magnitude and in frequency. 

ArHgJ»er remarkable {Kunt is tiie large difference between 
the Bombay and Calcutta rates. During 1923 and 1924 this 
difference was generally in the neighbourhood of 4, and some- 
times amounte<l to 5 jxir cent. A difference of 4 per cent, 
between the two bazaar rates suggests the absence of free 
intertfsw’' of capital even among the two indigenous money* 
markets of the Presidency towns. But the years 1923 and 
1924 exceptional years, and since 1925 the difference 
between the Bombay and Calcutta bazaar rates is markedly 
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j. SPECIAL FEATPHHS. 

S€asonal Fluctitations. In rural areas the general level of 
the rates of interest docs not show notable flin^tuations, 
in spite of seasonal variations in the demand for loans. At 
first sight, this seems contrary to whaf should hapfxjn. It 
is mill known that excess of money in one rural centre in 
India does not ^^ow^ ajj it should, to another where it may be 
in defect. When moneylenders in a village have a larger 
supply of money on hand than there is a demand for, and this 
excess remains there, then according to economic law the fate 
of interest should come down. Hut in an Indian village the 
usual rates are maintained intact, even \^Jien the season is 
slack. The reason lies in the ignorance and adherence to 
custom of the villagers. borrower keeps paying the 

siiina old rate on new loans, because he knows little aJ>out 
the plentiful supply of money with the local money-lenders, 
in so far as it maj' be the case. When, on the other hand, 
loanable funds become scarce or the demaiKl for money is 
great, and no money Hows from other centre's, more or less 
the same old level of rate^ still obtains, because tlw money- 
lender does not like to incur unpopularity by depSirting from 
a custornaiy' rate in a land Vhere custom has such a remark- 
able hold on the imagination of the p<*ople. 1 h??ftiraT money- 
lender has therefore an all-round high rate for all seasons, 
and the borrower knows what he is ex{H‘Cted to pay without 
bothering about the changes in the condition of The local 
money market, in so far as such a market may be said to exist 
at all. Things, are, different, however, in urban area;j, 
where considerable fluctuatioas rK:cur in accordance with 
seasonal variations in the demand for money. Ignorance 

Htnif 

and custom lose much of their force in towns, but the immo- 
bility of capital is still ther^?. The result is that in slack 
periods the rates show a greater downward tendency, whilst 
in busy seasons they go up considerably more than they 
would otherwise have done. • 
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Rak$ in ike Pa$t and in Uu Present, ILiving considered 
the rates recently obtaining for loans, one is tempt^nl to 
inquire as to the course they have taken in the present *antl 
preceding centuries. Such statistics, if available, should be 
of great historical interest and value, hut once again the 
published government records give no such figures. The 
only existing sfuirre oi information is the indigenous bankers 
thems(‘lves, l)nt tliev are very suspicious in showing their 
old account l>o(^ks lest the information may be used against 
them. In th<‘ course of the |)reseiit inquiry some statistics 
liave Invn obt. lined nganling the various rates charged by 
indigenous Ijankers going back over sixty years. The infor- 
mation is giviui in full in a talmlated forrn in App» ndix I 
(pp. 250 I;, bvery c are has been taken in reproducing the 
actual tiguns frmti a mass of old at tount books of one of 
the <tldt‘St indigenous banking tirms in the Tnited iVovinces, 
wdiose namt‘ must not be <iiMd4>sed. 

T<k» much importance must not bt^ attailud to such 
statistics emanating from a single firm, and thus no generali- 
sation (‘an l>t‘ made for the whoh' of India, laking the 
ftgur<‘s as ;hev are, it will be noticed that in 1807, the rate 
of interest for loans against ornaaienis was (> to yl per cent, 
per anniiui , T- r loans against the mortgage of house property 
12 per cent. ; for loans on the mortgage of Linde<l property, 
9 per cent. ; for loans on the pro-note, 6 to 12 per cent. ; 
for loans on executed deeds. 7! to 18 }K*rcent. ; for bankers 
among themselves, 4I to 6 per cent. It is surprising 
that the fluctuations from 1S67 to iq27 in the rates are 

S'. 

so far from violent. Indeed, except for a few sharp rises 
and falls, the rates on the whole run fairly smoothly. A 
close examination will, however, reveal several interesting 
facts. 

To begin with, the rates of this finn are lower than those 
enumerated in the prect'ding pages for nxent years. It must, 
how'ever, be remembered the former are the rates of a 
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very reputable firni for k^ns made to good borrowers on 
fairly adequate security. 

Furthermore^ we find that tlie rates for loans against the 
security of ornanieiits, verbal loans and loans on bonds show 
a tendency towards rise throughout the |M*riod ]8(>7-i(>27, 
whijt^ the rates ior haihiis and the bankers’ rate among tliem- 
selves are on a downwanl trend. Hus dilference is not 
wifhf)ut interest and *signiiieance. A jiossible explanation 
set:'ms to lie in the fact that the indigt nous luoiurV' lenders 
have been practically unaUeeied by the intn)ductior> of 
early Kuropeaii banking in India, in so far as small a^lns are 
concerned, hut tlu* indigemnis l)ankers take some loans from 
and discount some hupulis with the joint stock l>anks. 
Perliaps tliis is whv in th(' case of loans made on the secairity 
of ornaments, tic., which have not been affteted l»v the 
joint stock banks, tht* rates of Interest have temlefi to rise 
with th< rise in the price level ; while, on tht* other liand. the 
hiiziuu rates and tlu* bankers’ rate which liave been influenced 
by these banks, have t<*nde<i, in consequence of coinpetilion, 
to be reduced. V\’e might take the loans against oyiament.s 
as a type of the transactions which are exclusive ly carrinl on 
by the indigenous money-k'fiders. and the transat tions 

as tliose conducted l)y tin* indigenous l.»a!ik( .a oniin^^ 

within the influence of tlie joint*stock l»anks- 1 he following 
diagram (p. 102) shows tlie course of tire average *rates of 
inten^st for loans a^iinst ornaments and the bazam (hntuJij 
nites during 1867*1927. 

At first sight, it would seem that both th<* rattes rise and 
fail and follow each other. Looking more closely, the 
bipzaar rate starts with no changes in the first decade, falls 
ill the second, and except for a temporary rise in niain- 
tained for about ten years, go#s on falling, till it reaches the 
neighbourhcxid of 6 p(^r cent., where it remains to this day. 
On the other hand, the interest rate for loan.s against orna- 
ments — except for sudden fal]| in 1S90, ir><.)4 and 1910, 
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which do not last for more than a few years— exhibits through- 
out an upward tendency. The bazaar rate was 7J in 1867 

and is 6 to be be correct. 5j| in 1927; the indigenous 

interest rate was 6| in 1867 and is 9] in 1927. So that, if 
we leave aside temporary sharp rises or fails in particular 
years, wliich must be due to special circunistances, wc^can 
notice that the general trend of tiie rate of interest on loans 
against ornaments is towards a rise, whilst the general trend of 


iMuoiiNocs Ratfs of Intfhfst and Ba2aak (Hundi) 

‘ Katfs is India, 1867-1927* 

1867 1877 1887 1897 1907 1917 1927 



the bazaar rate is towards a decline. This can !>e seen clearly 
if trend curves are constructed and even if we take the maxi- 
mum rates for every year, instead of taking the avt'ra^c rates 
which have been ustui in drawing the preceding diagram, riie 
maxiiTiMm rates are given in the following table (p. lo^). 

This table again brings o\\{ a point which has been com- 
mentijd upon already, ix, the {KKuliarity of indigenous 
banking firms in maintaining rates over long periods at the 
same level, TTius when a pse or fall does come about, it 
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Maximcm Intkrest and Bazaar (Hdndi) Kates, i8(>7 Ii)27 
(j>er cent . j)er annuni). 

(Figures of a banking firm in tfic !V>\’inces, Intlia.) 
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comes to stay for some time, even after its cause may have 
exhausted its force. This, as p«:)inted out, is due to the 
peculiar force of custom and tradition in Indian society. 
This statement should not be taken to contradict Ihe^oinming 
remarks of thi.s ch«'ij>ter about the variability of the indi- 
genous rates of interest. The rates charged by the indigenous 
moneydt^ndfTs or bankers vary with the standing of the 
Iwrrowttrs, the amounts and periods o\ loans and the nature 
of the sis:urity offered ; but for a particular customer the 
rat^ is more or less uniform and it is nf)t subject to seasonal 
or serfotis fluctuations. Thus a banking (inn will have a 
particular rate for loans against ornaments from customers 
of good credit, like the rate given in the prrceding table, but 
it will vary its rate round the average, if tlie cover is inade- 
ejuate or the customer not sound. Still tlie rates for se c ured 
loans are much more unifonti than lliose for unscTured loans, 
which from tluir vctv nature necessitate a wide divergence 
of the rates, and these unsecured loans are as important in 
India as the secured on(^s, because, as we shall see later, tht*y 
are quite numerous and are the cause of a large amount 
of indebtedness. 

* ^ . A l U > IT InN \ LH M A K< . ICS. 

Besidt!^vk^dnterest simple and compound, an indigenous 
moneydender almost invarialdy receives some extra pay- 
ments, according to the custom of the locality. Sir Frederick 
Nicholsoi: mentions some of these as ranging from ’ presents 
of fodder, vegetables, delicacies ' to * services in repair of 
tanks, etc., services in faction disputes and in tlie giving of 
evidence/ ^ Originally these small payments were intended 
to be devoteil to ilhat(imkh4iUi, or charity, and an Indian 
borroxW-r religious to the core regarde<i it as his duty to st>end 
something for such a desirablo pur{M>M% but nowadays these 
extras are usually neither small nor spent in the way of 
charity* and yet the l>onrowcr goes on paying them, as a 

• Nichol.sc>c]| op, p. 235, 
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mere custom, although he knows that they mostly add to the 
income of the lender. 

Likhai. As has been mentioned already, while describing 
the kisi (instalment) system in the United Provinces, out of 
a loan of every ten rupees a sum of four annas is deductt^i as 
itkhaj or writing charges, to be divided equally among the 
munipn, or agent, and the stpoys (messengers), who are 
usually two in numlnf. In Cawnjxjre, a l^orrower for the 
Siime sum pays eight annas for the f^uptsht (writer) and sef>oys 
(messengers) as well as for charity in the name of 
or the holy river (ianges, and another eight annas fo the 
ditiiii, or l)roker, who arranges the loan, 

Nazrafui, The borrowers in the villages are used to having 

sonu thing ])et\veen 1 to 10 per cent. varying from ca.se to 

case deducted from the amount of the loan, on account of 
mnanuia. or sahmi, i.t\ present tti their overlord, the money* 
lendtT. Besides, some of theiti pay one rupee on a loan of 
ten rup<*t‘s or twenty ruj)ees for th«> ceremony ralkxl thaili ka 
pptunh khuhi uT 'opining the string of the purse'* (by the 
mom y-lender;. 1 his cu.stom is in vogue in the vilh^es and 
some towns of the United Provinces. In the 'Pehri STatc 
{Garhwal , c'very borrower Ims to pay j^unlh khufai or f*apiih 
khulai, which means the same thing as thaili khulai, 

at the fixed rate of one anna per rupee. So that if a culti- 
vator lakes a loan of R. 10, he gets ten annas kss'or only 
K. 9 /f» for R. 10 at.the time of borrowing. 

Dasiuri. The paynunt of Jasinri, or brokixage, is a 
common practice in conmierciaJ towais, where the l>rokers 
are very prosperou.s. In some place.s, however, this pay- 
ment is quickly vanishing. Inquiries in the Central IVo- 
vinces have shown that while in years past the debtdlrs had 
to pay. as an immediate precedent to the loan, sorjuximes 
20 per cent, as dasiuri, at the present time in many cases he 
gives nothing on this account. Still, in some cases he has 
to pay K. brokerage in addition to x per cent, for the 
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guma$k(a or the agent, and i jx^r cent, for dharmkhata or 
charity. Ihe money-lenders of certain localities, such as 
Chattisgarh, in the Central Provinces, irnpjse on their debtors 
a commission to be paid in kiinl, along with the amount of the 
debt and interest- 2 he iiumbtT and amount of these dcnturis, 
as indeed of all these extras, fiiller in individual cases, and 
depend upon time-honoured custom. 

Ahuabs. I hen tht re is a |M‘rnkious* practice which ol)tains 
in the Jtengal Presidency. "Ihere the manag<'rs of tlie land- 
lords exact what go(‘s l»y tlu: nam<* of an ahitah, but is m< rely 
an ilh^il tribute taken from a borrower. I'suallv as murli 
as 23 per ciuit. r annuni is taken on this account, some- 
times the' amount goes up to 3<» p4"r rmt. 

and liandur. In llie case of ede/a. or pawning, it 
has already bea n pointtai out * how a<l<iitionai |>rotits accrue 
to the money lenders out cA th«‘ wide cover of valual^h s. in 
cases when^ they arc: not redeemed. Suniiarly ii must be 
reinembt red that loans are often advain ed to the culiivator.s 
atid artisans on an unwritten but ('ustoniar\' undtTNtanding 
that the borrower is to sell the fruits of his labour, c.g. corn, 
or (iiffitual luitler, at esp<‘ciaflv reduct^d rates. Accfjrd- 
ing to wh.it is calh d the bandog system in the (‘enlral Pro- 
vinces, it is prevalfut thrtmgliout thc‘ country, the 

money-lemha' stores these commodities ami sells them at an 
opportune time, i.c. l itherat the lime of the Dipawali festival 
in Octolwr or November, or just lu fore tke setting in of rains. 

Odd^ and Kmh. Petty borrowers belonging to the .so- 
called lower castes in vdllagi s and towns perform odd services 
for the sahukiif^, or bankers, in additimi to tlie payment of 
interest and the aliove mentioned extras. Some may supply 
fixldei^ others wmai or fuel, yet others labour, without 
receivirtg any direct paymeni»for these, But on imjx>rtant 
festivals, some money-lenders and bankers may be seen 
giving their customers inam, or small presents, 

* Sec abovf , pp. 66-67. 
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5 METHODS OF COUJ-rCTlNti CH AROES 

Loans in Kifui, In the case of agricultural loans con- 
tracted in kind, the usual procedure for collecting the 
interest and principal is that the moment the harvest is ready, 
the agent of the money-lender is presc'ht on tlu' fields ' to 
take.away his share of the produce as soon as the crop is 
cut/* 

In some cast's, when the borrowtrs are unalde to pay back 
these loans, thtw have to give away their cattle, wliich arc 
acct'pted at aii agreed j)rice by tin* inoneydt'inlers. riji*se 
cattle are again either loaned out or sohl directly - vv?thovit 
the h<‘ip of a middleman to persons who afe not borrowers, 
but may need the rattle*. Often cattle dealt rs watuier in the 
villages to piirciiase cattle not only for purposes (»f slaugliter, 
but also for sah*. 

Caitii' ('rctiit. As regards tlu^ cattle cretlit, llu* lender s 
agtmt presents himself on the due da.t(* to get lus dues while 
the jX)or peasant is usindly unable to }>.iy. 'Ihe agent stays 
on at the expense of tin- debtor, who must lodge and feed 
him till the debt is paid back. In the meantime, ;j^ second 
agent follows, and then the third, till the poor matt is forced 
to seek the aid of the loral ihojiey lender and contrart.s fresh 
loans on excessive rates to pay off the old burden. This 
practice is particularly to be sex n in the Ceded Districts and 
is practised by tin; clotli traders in the Madras Prekidency, 
who lend to W(*aver;f and others. 

Imtalnunt System. Ihe method of collecting advances 
made on the instalment system is both simple and inter- 
esting, Big kistiyas or sahukars (moneydenders) have so 
many ilaqas or circles of their business. The itaqas are often 
very extensive, c.g. the ilaqas of Moradabad in the United 
Provinces extend up to the districts of Benares, §itapur, 
Allahabad, Muttra, to mention only a few. 'Hie business is 
invariably done in the villages, not in the cities. Each 
‘ Jack, op. cU. pp. loi'ioi. 
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ilaqa, or circle, has got one munim, or agent, and two sepoys 
(messengers), <ind consists of so many villages. The money 
is advanced and next month the munim gCKfS to each village 
in his ilaqa and takes with him some more capital which, 
together with the iiistalrnt-nt money realised in the \'isit, he 
reinvests in the same manner and so the process goes. on. 

One unfortunate feature, however, to be noticed is that 
dishonesty sometimes creeps into this business ; piThaps it 
cannot be helpi'd, I he business is all in the hands of the 
mmtim, who an* ordinarily low-paid men and occasionally 
yield ??> the temptation to add to their scanty emoluments 
by unfair means. Some of the instalmenis paid are not 
entered in the baht, or the account hook, tlie money being 
quietly pocke ted by the munim} As the jK)or elebtor often 
lives hunelreds of mih s away, he cannot turn up to eieb nd 
himself in case* a law suit is*filed against him. for tin* cost of 
the journey alone, leaving aside the demands of a vakil which 
are hardly mode^st, would in many case s be double tlie amount 
of the suit. Secondly, no rec«‘ipt is given for numcy rej)aid 
and an^e>ral i>lea of payment staneis no chance? of being 
accept exl. 

Fraudulenl and Itrtgtilar Prafliccs. From the [)receding 
observations it must iu>t be supjK»se<l tliat dishone*sty, or 
fraud, and irregularity are the ace'ompanying fe*aturt‘s of 
indigenous hanking, or monevdeiuling. A dispassimnitc 
inquiry will show^ thiit almost ever)' b;*nker, and many big 
moneylenders are in tlieir dealings above re proach. But it 
is equally true" that some rnoncy^ienders the n? certainly are, 
piirticularly tliose witli whom the small ignorant borrowers 
have to deal, who are given to various malpractices. For 
some fnalpractices the borrower is also to blame. The 
clients of an Indian moncy-lemder are drawn from all classes 
of society and from all kinds of characters. Some l>orrowers 

* Cf. *li anc taken, receipu for these are rarely gfivcn. and 

the cultivators tell many .storkts of how the {kayrneiit has been later on 
domed * (H. H, Mann, op, cu, stud^ No, ii, p. 119), 
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are in the habit of contracting loans without anj^ ostensible 
means for their refxiyment or without, in some cases, any 
intention to repay them. In order to safeguard himself 
from such borrowers a money-lender sometimes takes a 
penally IkhkI in addition to the usual pnimissory note. The 
idea js to have an additional instrument to be used against 
the borrower, in case he fails, or gets it into his head to seek 
refuge in an in^olveia V court. In the bond the customer 
signs a staienuait tluit a certain stun has tjeen borrowed at a 
certain intert st ; a s})ac<‘ is hdt to enable a date to he inserted. 
A still more serious w« ap<*n is to take a blank note .signed by 
the customer in place of the penalty homh The object is 
the same In case tlte < nst(»iner should harbour in his mind 
an iilea to cheat the moneylender and go to an in.solv<*ncy 
court, th(‘ latter Inis still his hold on tlie hdiow, so long as^he 
jxtssesse.^ the blank note, which he can till in, and on which 
he may sue tlu* debtor, when desirabUc Such notes, how* 
ever, are ojKn to abuse and are abustab 

Wliatever justitication there may be for the above* 
m<‘iuion<'d practices, there are some acts whith nujjril un* 
qualified condemnation. Tam tohl that ilie sumsi:4 numi‘y 
lent out are sometimes entered in figures like R. lo, or K. 20, 
and not in words. Tliese figures are later on easily altered 
to R. icx), or K. 200 respectively by tin* mere addition of a 
zero ' o ' Mo the clear benefit of the lender and the burt of 
the borrower. AnoUier trick of such dishonest {people is 
neither to page nor to stitch their bahis, or account bcKiks. 
The rest is quite easy. Old pages are taken out and new^ 
ones inserted according to the convenience and comfort of 
the creditor. I hear that in some cases three s«;ts of .s<?parate 
bakis are kept by a money-lender, one for his own us<r» 
another for the perusal of the borrowers, and yet anotjier for 

** In almost every ca?ie in which an inquiry lieen nrtade the mim 
which the cultivator actually received from the money -Irnder u far umallcr 
than the sum mentioned in the bond ' (JX. Jack, op, aL p. loi). 
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the income-tax officers' ins|K*ction. Each is put in a separate 
place and is taken out, as and when (xcasion demands. It is 
needless to add that tlie same account assumes three different 
shajxs in these account books. 

Such are some of the malpractices as regards the keeping 
f>f irregular accounts. But sometimes no accounts are kept 
at all. lM)r instance, much borrowing by small [xople in 
both villages ami towns is made by the pledge of ornaments 
or sucli other security. Som<‘times no accounts of these 
transactions are kept by the inoneydt nders and complaints 
are heard that the articles are not returned, even after the 
debts are pai<i off. 


h. KViOKNVi: <)i rsrKV. 

N^m* it has been noticed that usually the rat<'S of intere.st 
vary from a lialf-anna to tVo annas per ruj;>ee per month or 
from \y\ to 150 p<T cent. })er annum. I’he Ttites charged by 
the Pathan iTajnt\vdt nders come to over ?o(> p<'i cent. j>er 
annum. In addition to the interest the borrowers hav(‘ also 
to pa^ additional charges on variuus pretences already de- 
scribed, tij accordam e with the cu.siom of the localit)*. As 
has been shown, these extras**are neither small, nor rare, 
ranging from i to 10 [xr cent, of the amount of tlie loan or 
even more, although they are oft<m ignored by writ<TS on the 
subject. Furtliermore, cases without doubt occur in which 
falst^ entries arc made or irregular accounts kept. In the 
light of these facts, it may safely be said that usurious rates 
of interest are prevalent generally throughout the country. 

Effects, \\*hat usurious rates of interest mean to the 
cultivator in India may best be described in the words of the 
welbknowm benefactor of the cultivating class, H. W. Wolff. 
' It is Usury — the rankest, nK>5t extortionate, most merciless 
Usurj”— which eats the marrow out of the bone^ of the 
taiyai and condemns him to a life of penurj^ and slavery in 
which not only is economioproduction hopeless, but in which 
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also energy anti will beconK» paralysed and man sinks down 
Ix^aten into a state of resigned fatalism, from which ho[K* is 
shut out and in wliich life drags on wearily and unprotitably 
as if w’ith no object in view/ ‘ 

Comparisi^H uiih the West. The evil »f usury, it is inter- 
esting^ to notice, is not peculiar to India alone, but is a phase 
in the development of banking through which some of tfie 
western countries pa^sbd two or three centuries ago. h'or 
instance, tin* f)resent pt»sition of tlie Indian peasant may l>e 
comf>and with that of the yeoman in rudor England, />f 
tlie latter the following is a tyjacal picture. 

' lie iHartnvs tnoney tu tiv to stock his farm, lie gets an 
a<ivance from lji> lantl h-nl. and nms{ \v<u'k off tlu' debt in })C‘fsonal 
labour on the dt inesne He ap[H\"ds for help to a neiglibour, is 
diargf (i twenty pt r cent., fia a loan of twenty s.lul}ings. forty |H*r 
cent for Ijve j^mnds. arnl tueoty eif^lu p«’r<ent. fr^r seven pouifds, 
or is granted a loan of twerity ]M*unds rjuly on c*>n<ii!ion that fie 
takes half (4 it in the sh4i]>e of a ^ n|M‘ranrmaUd mare not wtath 
eiglit peunds " >inre he has iiardly any < apital of his own, he 
canma attoid to wait lot his money till his prodiua* is sold. He 
tiieiihae |fledgeN his (rops wfiile they ate still standyig for 
immediate accommodation, nt st lls them outnglit ruinous 
prices. The ccaii dralei . who is tin* obvious, (dten tin* only, 
pK’r^«>n tr» offer an advance, acts in the manner ascrilM^d t<i the 
mod.eitj elevator c*»jnpany. Wv buys (orn cheap. tH*c;.tus4' the 
sale IS forced, and m IIs dear, because he can wait and pick his 
market. The result i.^ that tfie cm am rd the j>rohts is skimmed hy 
the tniddic man,' * * ^ 

Substitute rupecfS for the pounds and an old or weak bullock 
for * a superannuated mare ' and there is the picture of an* 
Indian cultivator. Let us take the second example from 
France. 

* In Vranct the great mass of tjie agricultural riebt is held by 
private lenders, and probably the whole of the jxTsonaf credit 

* Co'optr&Hon tn Indui, by H. VV. \Vol 0 . 1927, p. 

iMu^uru upan Uymy, hy T. VViljioa, with an bi*stoncal introduction 
by H, H, Tawfury, 1925. pp. 25-26. « 



ti2 INDIGENOUS BANKING IN INDIA 

niral debt. Now the money lenders are said to be frequently 
mere usurers ; ven* often they avail themselves of tlie misfortune 
of the borrower ; they trade u|x>n his misery and ignorance ; 
from the moral point of view their actions are criminah they 
are freqtiently the ruin of the agriculturist. The details of the 
transaction arc well knf»wn ; Ixginning^ w ith a simple note or 
bon<h all the tricks (A the trade are Uabilually and purixiscly 
resorted to, until the patrimony of the |>easant is in the usurer s 
hands ; in good seasons, when the debt might Ik* paid off, tlie 
debtor is not |>re 5 se<l for pajanent but ratlier av<jided ; ir* l)a<i 
seasotrs or on inconvt*ni«*nt occasions, the mont*y-Iemler siuidenly 
requfies his numey, till the wretched |K*asanl signs away his whole 
profxuty. ... As for usury in cattle, it is equally common and 
wasteful to the ryot ... it is common for a man to pay 7tM> francs 
for a pair of cattle which wfjuld cost oidy 5<»o f.>r caste ' Too 
often," says one aut[iorit\\ ' the {w asant work.s not for himself 
hu* solely for the |>rofJt cd tlie usurer wlio lias made him an 
adviince ; his cattle are bn'd’aml fattened not for hjrn*v* If Init lor 
his credibir, so tliat tin* IT'ench jHMsant’s nrotto might be N irgil's 
su VOS wm tvfus, fi'r/ts fnc cs.’* ’ * 

How closely does (h<‘ abovt* account apply to some of the 
Indian mom y-lendc-rs who in their fuirsuit of mont‘\ -making 
are practeadly heartless. The comlitions winch prevailed in 
Germany and in Italy until tlu'latter half of the nineteenth 
century are perha}>.s overdrawn in compar ison with what now 
obtains in India, but tliey serve to depict some extreme case.s 
to which the system of moneydending may lead. 

' In Gerfmnv the picture is even more detailed and pitiful.^ 
For want of credit institutions over the greater part of the country, 
usury is almost universal and " from its pitiless exploitation of 
the smaller agriculturists it is considered as a menacing social 
danger/' The jx?asani is " unable to take count of his j>ecuniary 
situation : he k(^j>s no books and cannot judge of the jxTuniary 
result of a transaction, whet he? of a venture in cifttivation or of a 
loan from a moneydender ; the result is that the nind classes fall 
into the clutches of men who, under colour of helping them. 


* Kicbqlion, cii, p. 42. 
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desire nothing save their ruin for the prxifit of the lender him- 
self " ; these are representeil as l>ing in wait for misfortune, and 
are as eager as vultures, when then* is a chariot* of prey. The 
story of their action, whether in loans of money, cattle or gixxls, 
is every'w’here the siune or similar to that of France ; temptations, 
false accounts, the law courts, miserable and bad goods at 

maximum prices; all these an? general. . . . The “ cultivators 
seldom had cattle of their own, but iKirrowed them from dealers 
w hose tenns they were i>rced to accept on j.x*na]ty of losing the 
cattle, and the dealer was tlms able to extort 'the wlidlc value of 
the worth of the cattle, while the misery of the jx?as;int increased 
yet more and more.*’ Klsc^where the moneydender so 

powerful that the produce w'as often haiuled over bodily to him 
on his own terms : he then— again on his own terms supplied 
fiM>d and seed, often of bad qiialitv * 

' In Italy usury is still more rife, and the accounts giveii by 
Italian. English and I rench econtunists and oljservers, by tlie 
great rejK>rt of the ’ Agricultural Commission and by numerous 
writers, are \ery hanowing. Tlie |>ages of !><* Laveleye and 
Beauclerk are ojxn to the English rea<ier ; in I'rencli and Italian 
writers most ( xlraordinary usury is tnentioned in detail ; 5 |Krr 
cent. inontli for usur>; is common ; in one villag# 

M \Voiieml><)rgestahIishf<i a credit institution inlt*res| vari<;?<l from 
20 to 200 |K.r cent. ; in another the little bank started by the same 
philanthropist successfully lent money at 0 |x*r cent, to pay off 
debts with tlie usurers on whicli 30 to i<k> jM.‘r cent, W'as being 
paid, the successful action of the bank slemdng that the [xasants 
were i>aying usury and not interest. Signor Levi mentions rural 
usury up to 730 |x*r cent., i.e. two [xt cent, fK?r diem. Maize for 
fexxi to the c;Lsh value of 12 francs was in one village supplied to 
the wretched peasant by the usurer on consideration of his [xiying 
24 francs in three months or at the rate of 8ot> jxr cent, and tlie 
make was often of bad quality such as causes the Italian scourge 
know n as the '* pellagra " ; in this village the mayor alleged that 
the peasants ^ often had to pay^he fabulous inteni^t of 1200 [»er 
cent/' Small wonder that, as it is said, a man who has 2o<x> lire 
{£80) of ready money (and a hard heart) can live on its procmHls. 
In fact, in Italy, generally, the jxipulation and small 

j»i. * 


H 
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fanners are the prey ** of the most frightful and shameless usury/" 
to the cash terms of which gratuitotis lal>our {cor\^<^) and a dinner 
on Sundays, presents of fruits and vegetables, and other services, 
are not infrequent, though unexpressed additions/ ^ 

* Nicholson, op. cii. pp. 43<4j. 
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ECONOMIC POSITION OF BORROWERS 

1 . INDK.KNOUS BANKKKS AND THKIH ( IJENTS 
iNgi IKIES and observations have abundantly shown tuat 
in India, unlike the western countries, to disting^uish between 
the bankers and the customers is to distinguish between the 
rich and the poor. All over the country the indigenous 
bankers and money-lenders are, generally speaking, the 
pc^oplff who are well off, while flieir customers arc mostly 
those who are living in debt, squalor and misery, riiis 
peculiar position explains the severe condemnati(»ii to which 
the indigenotis banker and moneylender have been subjected 
by almost ev^ery writer on the subject. In order tOvirrive 
at the truth behind this fxissibly incorrect bu^*l;ertainly 
imivers;il condemnation of f!ie Indian banking community, 
we must examine, firstly, the causes which are respoiisiV)le for 
the prevalent usury and, secondly, how far, if at all, the 
bankers themselves have contributed to those caus<»s. 

HA)' the CiiefUs suffer from ( ^sury ? Now in every country 
— and India is no exception — the rates of interest may be said 
to depend, broadly sjx^aking, upon the extent of the demand* 
for loans and the uses to which the loans are put, the quality 
of the security, and the supply of the funds available for 
lending. 

Causes of Borromng. Taking the question of the 4?xtent 
of the demand for loans first ; no statistics are available, 
but one or two facts which have a bearing on the subject may 
be noticed. Firstly, in India about qz per cent, of the 
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population is illiterate,^ and secondly 73 per cent* is de- 
pendent on agriculture.* which is in a very backward stage. 
The pnxluctivity of the Indian cultivators is remarkably low. 
They have, in ordinary years, vcrj* little surplus after pajdng 
expens<?s. Moreover, their earnings come to them in the 
form of lump-sum payments received twice a year, at the 
time of harv'est. To apjKjrtion the amount so rmuved over 
the intemming period till the next liarvest, so as to meet 
the daily household exf>enses, is a task that demands some 
education and forethought and is beyond the {X)W'ers of the 
India'h peasant. Tlie natural consequence is that he borrows 
to make both ends meet. 

Coming to the more sjxritic occasions of bf>rrowing, there 

is first the uncertainty of agricultural production to be 

reckoned with. S<»methirjg has been done in India to 

counteract the vagaries t*/f nature, but very much still 

depends iii>on the wt ather conditions, k'allures of crops are 

not infrequent, due to lark of rain or excessive rainfall, l|tiil- 

storms, frost. llrKHl, l)esides cither scourges, like insect pc^sts 

and wild animal attacks. These uncertainties lead to wide 
* * . 

fluctuatiUis in the prices at which agricultural crops are 
sold, wiiich often give sco]>e fo*, wild speculation. The net 
ri*sult is naturally recourse to the mone y-lenders, Whenever 
the prices of jute in Bengal, cotton in the ( entrai I^rovinces 
and Berar and iiombay. rice in Assiim, wheat in the Punjab, 
vary widely, they hit the cultivator, because^ he is usually 
optimistic in his estimates. He reckons by the maximum in 
place of the minimum exjxctation, and when there is sudden 
fall in the value of his prcxluce he is not prepared for it* 

AgricuUHral AVx/ and l.and Rnrnue, Besides, the culti- 
vator has very often to reckon with inconvenient increases 

* At tive Aod of males* 15 0 jxr cent., of females 2*i j>er cent,, 

and of both S a per cent, are literate (Ctnsus a/ /iwfta. 1921. vol. i. part i. 
l> «77)‘ 

• /fni. p. 241. ^ 
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in rent, as well as the rigidity of the demand for taxes. The 
Government land revenue in some parts is only from two to 
six {K^r cent, of the gross produce, and this is therefore not a 
stTious cause of borrowing. Hut tlie collection of rent is by 
some huidiords and their |x^tty agents made an iK:casion f<»r 
extracting extra sums from the cultivators. It is thest? 
illegal exactions which weigh heavily on the poor |>easautry. 

Unt'mpioymt Ht ttfui* L I lu‘ foregoing 

causes of burrowing a|)ply esiMTially to the agriculturists. 
Among the cause s which affet t the agriculturists an<! the iipiv 
agriculturists alike may be mentioned tiie proldems of un- 
employment an<l under employment. \‘ery often the culti- 
vators, who an* busy in the cn)p seasons, may !)e seen idle 
during tiie off perio<is. bor the nun-cultivators, the proldem 
of uneinplo\mient is a s<?rious one. As a rule, there is gnat 
competition for ix>sts in the iiovc^nment departments, which 
are limited. Other avenues are either already crowdi d or, 
which is more often the case, not tried. 

Liii^aiion. Furthermore, a curse from which the ignorant 
people suffer is the frequency litigation. Ihe village 
arlutration courts are no longer effective. (ien(^r*11ly even 
petty disputes are brought the law courts. 

Social I Flic Hindu law <4 inheritance, accord- 
ing to wiiich j)ro[xrty has to be* divideti ecjually among the 
heirs, has led to ccuitinuuns sul)-di vision of agricultural 
holdings, with con.sc*quent dimini.shing product ivi^jc Some 
of the liokiings have become so small as to yield hardly 
sufficient to enable the cultivator to maintain his family. 

The joint Hindu family system is also responsible for the 
contraction of debt. This, at hrst sight, st;ems strange, for 
under this system the members of a family all live together, 
which should make for thrifUand txonomy. The |iy.stem 
does mean economy in a way. but there is also a drawback. 
The indolent members live at the exjxmse of the industrious 
ones, the spendthrift at the of the thrifty. Because 
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there is small fear of separation, some members get into bad 
ways and run into debt. The debts incurred by a father are 
passed on to his sons. It is considered a religious duty to 
clear oP the parent's debt, so that his soul may rest in {xace. 
Some money deiiderji are quite ready to give loans to boys who 
are coming of age, if they know that there is some family 
estate or an earning member in the family. 

Social CuHtomH. Unlike other countries, many loans in 
India are* sought for the pur{K>se of satisfying the social 
cujjtorns.* Indian marriages, on account of the feasts, 
ornadients, clothes, dowry and presents which they involve, 
are proverbially so expensive that, more often than not, 
loans have to be contracted on lliat account. Moreover, 
the evil of early marriage, so common in India, not only 
hastens the heavy ex|>enses of marriage, but has the cumu- 
lative effect of producing more chiklren, to be .soon nrady 
for marriage. Ihit that is not all. The (h ( asions of bi^rrow- 
ing are innumerable, the birth of tlie first cliild csperially 
if it is a son pregnancy ceremonies, the thread ceremony, 
the betrothal ceremony, ornaments for wift‘, periodical gifts 
to r('lati>ws, funeral ceremonies, \hv sruilh cenanony (anni- 
versary of the death of an anc«#stor/. and so forth. If one 
happens to break a custom or commit a fault, the cast* is 
tried by the caste tribunal and the usual punishment is that 
so many prit*sls of the holy order, or sometimes all the 
members of the caste, must be propitiated by a general feast. 

Suf^ersiitions, Another cause of loans arises from the 
sui>c*rstitions which are current. For instance, it is a common 
belief that the spirits of tlie dead haunt the living members 
of the family in certain cases. If a man's wife dies and he 
marries a second time, the new wife, if she is taken ill, is 
thought to be troubled by tfie spirit of her deceased pre- 
decessor. To appease the spirit presents are given and 

of opinion on the point whether the emt of ceremonies 
is a leading csuiiie ot inUebte^ineifes in India is in the ^ihrm^xive * {Census 0/ 
ilQUii, vol. viii. part i. Appenlix S. p. Ixii). 
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conjurers are called in to exorcise it. If a child falls ill, the 
cure is often believed to lie in certain ceremonies for warding 
off the evil spirits. As these ceremonies are not inexjKinsive, 
recourse must often be had to loans. 

Luxuries. Some loans are taken for laxiiries. Next to the 
pea^nt, the landlords and the descendants or scions of rich 
families are the largest borrowers — the greatest, perhaps, in 
point of indebtedness* i)er head, I hey are generally un- 
educated and cannot nuuiage their estates properly. Very 
often they are given to luxurious ways of living. p»e\' 
borrow rnonej* for racing, gambling, the piirchast* of Motor- 
cars, the building of palaces, visits to Europe and other 
foreign countries, and so forth. 

Ptuduciire Purptyses. Al! the us€.s wliich we have so far 
enumerated fall uruler (he heading of unproductiv'e loans, 
rhere remains tlie ndatively snRill class of loans whicli may 
be termed productive. For instance, a cultivator borrows in 
order to purchase see<i. manures or new implements, to 
replenish his stock of cattle or to make land improvennmts. 

Some pisiple borrow in order to give their sons a better 
education than their means will fiennit. A few (idhuslastic 
parents even send tfieir sorts to foreign countries for educa^ 
tion on borrowed funds, in the hope that, on their return 
home, they will get well-paid jolis and clear off the debt. 
Security for Loans. As regards the quality of the security 
offered, an Indian lK>rTOWtT is, as a rule, exceedingly poor ; 
he has nothing but himself, his wife and his children, his 

wafers few brass or silver ornaments, a few utensils, and hi.s 

• 

cattle. In the first instance, he tries to get a loan on i>crsonal 
security. Sometimes he will pledge or sell his future produce 
in advance. If nothing else is of avail and a loan is urgently 
required for the third or fousth time, he pledges his wife's 
ornaments as a last resource. In the case of landholders, 
land or buildings are mortgaged in the ways already 
described. • 
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Supply 0/ Loamble Funds, As regards the supply of funds 
available for lending, it has been jx)inted out that deposit 
banking in India is conspicuous by its almost entire absence. 
Usually a moneylender has only his own capital to lend. It 
is only in busy seastxis and to a limited extent that he may 
get advances from bigger nmhajam, or bankers, wlio in ^heir 
turn are finaiued by the joint-stix'k banks or the Imperial 
Bank of India. At the same time, tlA; money-lender lias no 
competitor in the small loans market. In some places taccavi 
loa^s^ are given and co-operative credit societies are another 
soured of credit, l>ut they are not yet serious agencies in 
breaking the monopoly, (ienerally speaking, he is able to 
exact his own terms. 

The Hankers Kesponsihility. Now, so far as the loans are 
required for wholly unproductive purpost s and the customers 
have no adequate security tf> offer, as is most frequently the 
case, no responsible banker would tim! it good business to 
lend money at any reasonable rate. Hie indigenous banker 
or mon(‘y-lemler has to consider the extraordinary risk lie 
takes :\n(i has to sahguard himself charging a high rate. 
He knows* tliat it is an even clianci* w'liether he loses his 
money or gets it back. His la^ is a thankless one. The 
Portuguese have a skiving that, if you would make an enemy, 
lend a man money and ask it of him again. There is no 
indigenous banker in India but has had an opportunity of 
realising the truth of the maxim. 

Furthermore, for the high rates of interest, even in cases 
of adequate security, the system rather than the banker or 
money-lender is to blame. The lower the interest rates a 
modem banking house can charge in loans, consistently with 
safety, the better it is for it in the long run, for the greater 
is the business which it can attract and the profit it can make. 
With an indigenous banker or moneydender, however, the 

» The rnecmH imm are the Imm gmnted by the Government for agri- 
cultural purpom. For their explanation and cnticCsm, see below, 
p. « 
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case is different. The higher the interest he can chaige the 
more profitable he finds it, for his clientiMe is limittxl and of a 
dubious character. 

Nevertheless, it is a matter of cbmmon knowledge that 
some of the money-lenders, intoxicated wtth the lust of money 
stoojj to all sorts of malpractices. One cannot hut condemn 
the manner in which they abuse their iK>sition and only too 
often exploit to the utftiost the helplessness of unlucky 
debtor. 

The die His* aiiiiude tmmrJs the Bankers ami 
lenders. There are black .sheep in every profession, but it 
would be unfair to judge the profession as a whole from a few 
rases. I'he best way to forni an impartial opinion about the 
indigenous hank<*rs and money-lenders is perhaps to .study the 
attitude of their customers towards them. Wluit does an 
average borrowt*r realij' and trul^ feel towards the creditor ? 
l‘*or tht^ corriK'l aji^wer to such a question, one must go to tlie 
very heart of tlie %'illage and see things as the villagers see 
them. One must guard oneself against all bias or prejudice 
and start veith the sole object of finding out how a yillage 
borrower views tlu^ matter. Thus we are not cong*rned liere 
with que.stions as to w Ik ther % loan is taken for a good purj>ose 
or a bad one, from the economic fxiint of view, or wliether, 
when a loan is taken, it i.s usefully sjxuit. We must take 
the economic and social fabric as it exists and not as we 
should like it to he. f f we do so, it will he observxxl^as w^ell as 
easily explained that, broadly speaking, the money-lenders 
and bankers and their customers get on quite well together.^ 
Both deptmd on eacli other ; rieither can do without the 
other. WTienever a borrower needs money, he has only to 
approach the money-lender to get it, even though he may 
have no security to offer. That this facile credit xpay be 
harmful is beside the question. The point is that a borrower 
can rely upon his mahajan ; he is seldom disappointed. In 
tlie villages they live together md the customers are often 
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invited to the ceremonies celebrated by their money-lords. 
On festive occasions they are usually the recipients of small 
presents. Their relations, on the whole, are not unhappy. 
And yet many abusive stories and sayings are current 
about the money-leftding class. This is partly due to unde- 
sirable practices on the part of some members and partly to 
the fact that the business of money-lending, from its ver>^ 
nature, g^ves rise to antipathy in the fninds of such borrow^ers 
as cannot or do not redeem their liabilities. 

pf these sayings a few may be given by way of a sample. 
Among the villagers in tlic United Provinces there is a 
proverb, ' He who has a hania (money-lender) for a friend 
needs no enemy,' and another ' riie ihu^ (thief; robs the 
stranger, the hania (money-lender) hi.s friends.’ Again, ’ the 
money-lender is dead and a son is born to him. Kt joicing 
at the former event is off?et by grief at the latter.’ The 
money-lender is regarded with dread. The Punjal) villagers 
have a Siiying, ' V'ex not a jat in his Jungle or the kirar, a 
money-lender, at his shop, or the boat-man at his ferry, for 
if yo^^do, they will break your head.’ ‘ 

EVenl% A’ aitukottai Cheitis are not immune from such 
descriptions. They are sometimes calltd the /ca s of southern 
India. A strange belief is held among the I'clegus. They 
think that tlio eclipses are caused by the moon coming in 
between the money-lenders and their customers. When the 
debtors feel they can no longer bear Iheir burden and get 
ready to as.s;uilt the money-lenders, the heavenly IxKlies 
intervene to protect them. 


2 N ATI RE OF INDEBTEDNESS. 

The foregoing discussion brings out one important fact, 

that if the bankers and money-lenders are not altogether 

* Pvnjah Castes (a nrprint of tbe chapter on ' The Races, Castes and 
Tribes of tbe IVople * in the Repeat on the Census of the Funjah, published 
m by the late Sir DenxU Ibbiison), 1916, p. 251. 
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free from blame for the usurious rates of interest, the clients 
are also to a large extent responsible for the evil from which 
they suffer. In view of the popular misconceptions about 
the indigenous bankers and moneylenders and the mis- 
understanding of the exact situation, lit needs to be em- 
phasis^^d that the cnix of the whole problem is the fact that 
the &ulk of private debt in India is unproductive 

According to Sir Fr<¥lerick Nicholson's inquiries of 1894, 
only j \ per cent, of the registered mortgages in Madras 
were found to be for the improvement of land.‘ The tindings 
of Darling in 1918-19 show that the percentage of^ich 
productive loans for tlie Punjab is less tlian 5.^ Accord- 
ing to the olhcial inquiries conducted in the Bombay 
Presidency 

' No less than 40 jx!r cent, of tiu* families vuuler examination 
were found to 1 h* indebted to mone^ -lenders, the lK)rr<iwing being 
normally undertaken for marriages, funerals ami festivals. In 
4 fier cent, of the Bombay families the ex|HMKliture on nuirriages 
alone actually ii*pres(‘nted more than the total family income of 
the year. In 2 ] jht cent, it amounte<i to one-lialf of the total 
annual income, and in 73 [K’fjcent. to something umler orie * 

Sh aking about the Central Provinces and Berar, Mr. F, J. 
Flyman, Director of Agriculture, makes the following 
observations regarding a typical village. 

‘ Mr. McDougall, in liis eccmomic study of a (djaltisgarhi village, 
shows that si.x-sevenths of tlie total debt ot the vilhigf»e was for 
unproductive pur}>oses and that, were it not for the princijxil and 
interest which the villagers had to meet, on account of such loans, ^ 
the return from the average whole-time cultivator's land would 
have left him w ith a distinct margin of saving over the deman<Ls 
of his annual family budget/ * 

* Ktcholson, op. cU. p. i8. , * Darling, op. at. p. 18. 

* Indxa tn 19^3-24, p. 196, 

* N&yal Commission on /tgficuiinre in India, Minnies 0/ Evidence, 19*7, 
vol, vi. p. 6 . 
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3. EXTENT AND GROWTH OF INDEBTriDNESS 
(A) Af*ricuUural Imiebiedness, 

It is clear that tlie private indebtedness of India is mostly 
unproductive- What is the extent of this indebtedness ? 
Iliis is one of those mysteries which remain unsolved tc) the 
present day. Every writer on tlie subject is agreed on the 
question ^hat the indebtedness is aji?}>alling and oppressive 
and that sometfnng must be done in the matter, but no one 
knqjys exactly tlie magnitude of the problem he is anxious 
to tackle. As late as ist September, 1925, Mr. Jamna Das M. 
Mehta asked in the Legislative Assembly of India ; (a) Will 
Government be pleased to state whether they have any 
authoritative rejx)rt by a responsible ofhcial of theirs on the 
question of agricultural indebtedness in the country or in 
any particular pnjvince br in any particular district ? 
(6) If so. will they be pleased to place it on tlie table ? Mr. 
J. K. Bhore replied : {<i) 1 ‘he answer is in tlie negative. 1 he 
question dot^s not tlierefore arise in {h)A Leaving aside for 
a mordent the problem of total indel)tedness, even in regard 
to agrkuli'f^ral indebtedness, there are thus no precise data 
for any area in a country wWch is predominantly agri> 
cultural. The imjwtance of the subject has. however, been 
realised and it is expected that the Royal Commission on 
Agriculture wdiich is now sitting in India will inquire into 
the questipn of agricultural indebtednej^. But the problem 
of non-agricultural indebtedness would be outside the scoik: 
pf its inquiries and will still continue to be a subject of 
surmise. 

There have been occasioniU inquiries bearing directly on 
the subject of indebtedness— mainly agricultural — but they 
are mostly out of date and do not carry us very far. In 
order to appreciate the efforts already made, they may be 

^ L 0 gi$iAiiv* Asstm^y Dthiiks, India Report), vol. vi. ist 

September* 19^5» P* 49*- 
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divided into two kinds of investigations — firstly, those con- 
ducted by private individuals, who are mostly Government 
officials, and secondly, those made through Government 
agency. Of the former, the most notable examples are the 
inquiries of Major J. C. Jack in Faridpur district (Bengal) in 
1906-10 ; ' of Dr. Harold Mann in two Deccan villages 
in 1917-19 : * of Rev. E. D. Lucas in two Punjab villages in 
1919 ; * of R. L. Blialh^ in a .southern village in igao ; * and 
of M. L. Darling, covering the wliole province of the 
Punjab, in 1918-19.® 

The official inquiries may be cn\imerated chronolosJfcally 
as follows : 

1. 1875 - ln<|iiiries in 12 villages in Ahmadnagar® (Himhay). 

2. 1876 The indebtedness of 6r villages in Hoshiarpur Dis- 

trict ’ {Punjab). 

3. 1878 " 223 Family Budgets ctllecfetl in various parts of the 

Ihinjab in c<»niiection with the famine of that 
year ® iJUmjab). 

4. 1804 Inquiries in Nagpur {i8,<k>o tenants)* (C.P.). 

5. iSq,4 5 -Sir V. Nicholson's inquiry into indebtedness in 

the Madras Pr«r.sidency {Madras). ^ 

6. - Mr. S. S. TlK»rburn's inquiry into the q/hclitions of 

twelve villagcf in the district of Shahpiir, Gujran- 
wala and Sialkot (Punjab). 

* Tke Economic Life of a Hengai Diarut, 1916. 

* Land and Labour tn a iJeuan VUia^e. No. i, 19*7, No, f<>2f (th« two 
villages surveyed arc Pini;^>la Sotidagarand Jatcgaon Budnik in the Deccan). 

* The Economic Life of a Punjab Village, 1920 (two viUagei in 4 io«ithiar|>ur). 

* An Economic Suney of Baxrampur, i«>23. 

^ The Punjab Peasant i« Prosperity and Debt, 19^5. 

* Report of the Deccan Rtots Commission, 1S75. 

^ Gazetteer of the Hoshiarpur District, 1883 S4, p 73. 

* The Punjab P amine Report, 1878-79. 

♦Central Provinces Government I^etter No. 4423, dated October 10th, 

1894- 

Report regarding ike PossibUity of Introducing Land and A^icutturai 
Banks into the .\fadras Presidency, 1895, vol. i. pp. 237-243, 

Report on Peasant Indebtedness and Land Alienations to Moneydenden 
in parts of the Rawalpindi Division, 189b. 
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7. 1912 — Sir Edward Madagan's estimate of the Rural In- 

debtedness of India based on Nicholson’s in- 
quiries in the Madras Presidency ^ (India). 

8. 1913— Baroda State (An Inquiry made by the Baroda 

State Goveniment) * (Baroda). 

g. 1918 — Ajmer Rfarwar * (Rajputana). 

10. 1919— Mysore State ^ (A/ysorr). 

11. 1919 — Bengal • (Beng'o/). 

12. 192,^-26 — Mysore, inquiries into etonomic conditions made 

under the auspices of the State Government* 

(Mysore). 

% 

Reviewing these, it would appear that no separate studies 
are available for the United Provinces. Behar and Orissa, 
Burma and most parts of Central India, w^hiie only four 
inquiries relate to the Indian Native States. The inquiries 
in Bombay, Bengal and the Central Provinces are confined 
to very small areas and mostly have only an indirect bearing 
on the subject of indebtedness, it not being the immediate 
or main object of the inquirer. 

The work of Major Jack, for example, is admirable, but 
it deals with only one district in Bengal. As we shall see 
presentlv^,*tiis results, though valid for Faridpur in iqofMO. 
cannot form a basis for any g<!meralisation with regard to 
the whole of India. For the Madras Presidency, Sir F. 
Nicholson's inquiry is laborious and valuable, for it is an 
ad hoc study and covers the whole Presidency, but it was 
made thirty years ago. In the case cd Bie Punjab, however, 
we are more fortunate. Not only has it bet^n the subject of 
the largest number of investigations, but the latest work of 
M. L. Darling is both recent and comprehensive, covering as it 

* Note on Agricultural Inciebtedncss m India, nut. 

* Rfpott on ApfuultHtnl I nAfbi^dnts^ tkf ljla:roda SiaU. 191 A, 

* Annual iUpoti on Co-operativf Si^cteUes. {Ajmer-marwara). 

* Ibid, (Mysorr). 

* Figures coUected by Registrar Co-operati\*e StKieties. 1919, Ucngal. 

•An Economic Surv^ey in Mysore Malnad by Prof. S. K. lyenger under 

the auspices of the Govern ment of Mysore. 1925*26. 
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does the whole province. The Punjab has, in relation to 
its population, a very high percentage of money-lenders in 
India.' This fact, which gives an added weight to the value 
of Darling’s inquiry, must also put us on our guard in 
drawing inferences for the whole countr}; on the basis of the 
Punjab figures. 

10*1894, Nicholson’s inquiry into the indebtedness of the 
Madras Presidency that the total agrictiltural debt 

of the Presidency w^as about R. 45 crores.* Working on that 
basis. Sir Edward Maclagan estimated tlie total agricultural 
debt of India, in 1911, at R. 300 crores,* which gav^ an 
average of R, 13*3 per head of the cultivators.* llie inquiries 
of Major Jack in the I'aridpiir <listiict (in Bengal) in 1907 
revealed an average dvbt of R. 10 per head of the cultivators.* 
Faridpur, however, is a well-to-do district, as Jack’s figures 
show\ In that district he found 55 per cent, of the culti- 
vators fr<*e from dt‘ht,* wliile in the Punjab, taken as a whole, 
only 17 per cent, are not in debt ; for some districts the 
percentage is as low as 5 per cent, and for no district does it 

exceed 25 {>er cent.’ 'I'he Punjab, it may be ix)inted out, is 

•• 

• • 

*‘ 1 n the wholr ol India. cvx( hiding tliui province, the l’unj.j(kb, the pro- 
f><>rtj<»n <»t money dendtTJi to total ii* i ; 3<!>7 ; lif-rt* it is j . 

Althouj^h the jHipulation of the Punjab is only omvrIc>vrnth of the wftolc. 
oncdourih of all moneydenders found m Itntish India rfsifiw mid work 
here.* {The WeaUh and Welfare of (he l^unjab, by H. Calvert, 1922, j>. 130 ) 
The for<‘Ko»n|? Iiguirs rrfer to 1 and include drfxr-ndcnls l oi the 
jfw>sition in 1921, sec the map facing the first jwige. 

• Nicholson, op ct/., p 231 • Xoir an Apnultural Indebtedness,, p 2. 

* .Average obtained by dividing K. 3 <k» ermes by 22 erorrs^of persons 
who dc^pemlrd on jaslure and agriculture in 191 J {Cemus of India, 1911. 


vol. 1, part u. p. 2iiZ). 

• Jack, op, ett p 155. 

• The figures he gives are . IVr Cent of Cultivators. 

Free from debt 55 

In debt al>out i of income ' • » * « 24 

>3 

I yr, income ^ . 7 « 

„ 2 yrs. iinximc and mole - ' ({ 


{Ibid. p. t55). 


^ Darling, op. cti. p. 5. 
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more heavily indebted than any other province/ but figures 
in regard to other provinces * show that Faridpur is by no 
means a typical Indian district. 

The inquiries of Darling into the agricultural indebted- 
ness of the Punjab .were conducted in and embraced 

the whole province. They are based on entries in the 
returns prepared for the members of the Co-operative Credit 
Societies showing their haisyai or jredit by those w^ho are 
expected to know their real condition. Darling estimates 
the agricultural indebtedness of the Punjab at R. go crores, 
wlilth gives an average debt of R. 76 per head of the agri- 
cultural iMipulation.® This is a ver>' high figure as compared 
with Jack's and Maciagan's figures of R. 10 and R, 13 3 for 
a Bengal district, and the wiiole of India resfxTtively. In 
order to arrive at a more siitisfactory basis for generalisation, 
Darling relates the total agricultural debt of K. qo crores to 
the total land revenue of the province and finds that the 
former is nineteen times the latter. He further makes an 
allowance for the fact that the Punjab is more lieavily 
involved in debt than otlier parts of India, by taking a 
of 17 instead of 19 and arrives at an estimated 
agricultural debt of not less than K. boo crores for the whole 
of India,^ 


Darling's estimate of Indian agricultural debt tlius turns 
out to be exactly double Sir Edward Maciagan’s estimate 
of R. 300 crores made in igix. It ,may be recalled that 
Maclagan had based his results on the figures of agricultural 
indebtedness in the Madras Presidency as estimated by 
Nicholson in 1894. It may w^ell be that the agricultural 
indebtedness in India in igri w*as more than R. 300 crores. 
It is not unlikely that such a great difference in the two 
estimates may l>e due either partly or wholly to the fact that 

* This not only from iht very hijjh proportion of tnoney- lenders 

to cultivators in the but also from the figures given below, on 

P 133 


• Se« below, pp, *3.V4 


^ • Darling. Qp, cU. p. 21. 


* Ibtd. 
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Darling's recent inquiries are more elaborate and exhaustive 
than Nicholson s. Any inferences from a comparison of the 
two estimates must therefore be taken with reserve. It is 
impossible to say merely from the above data, with certainty, 
that the agricultunil indebtedness of India has increased in 
total volume since 1894. There are, however, some general 
considerations which may be taken into account. Agri- 
cultural debts in India are of tw^o kinds— those which are 
secured by mortgage a\Ki those wliich are unsecuVed. The 
proportion of the one to the other, both according to Nichol- 
son and Darling, ap|H‘ars to be almost equal. I he viiskte of 
land in tlie past twenty or thirty years has undoubtedly been 
rising. ITie higher the v^alue of land, the bigger the sum of 
money a cultivator can borrow against it. No adequate 
statistics about the correlation between the rise in the value 
of land and the rise in secured lo^ns have been available, even 
to the Royal Commission on Agriculture in India, but Mr. 
F. V. Wylie, Settlement Officer of the Peshawar district, has 
given some interesting figures in regard to one Tahsil, whose 
population is 1,64.000 and the total cultivated area i. (>0,000 
acres. According to him, in 1895, the total secure^i in 
that locality was R. 8,58,00c) and in 1926, about K'. 40,00,000, 
an increase of fivefold in the last thirty years. Tlie average 
sale price of land in the same place for the quinquennium 
1890-4 was R. 81 and for 1920-4, R. 407.^ This shows that 
the mortgage debt has risen almost in the same proportion 
as the value of land. 

But what about the unsecured loans ? Darling finds from 
personal inquiries that the credit of a cultivator, on the whole; 
seems to have riwsen during the past years. Here again, no 
satisfactory statistics are available, but one fact goes to 
support Darling's statement. It is noticeable that in recent 
years the villagers have been taking to modem articles whose 
sale was formerly confined to the towns. This is some 

* Commission on Evidrrice, vol ix p, S5. 
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evidence that the villagers* standard of living is slowly rising. 
This means a rise in the cultivator's credit and better credit 
is greater borrowing power. TJiis line of argument assumes 
a rise in tlie cultivator's income. But, even if his income 
has not risen, the fact that his demand for goods is extending 
suggests that he is borrowing more largely. 

Furthermore, we have seen that there has been an appre- 
ciable rise in the interest rate for unsecured loans during the 
last few decades, and at the same t^me compound interest 
has been piling up, which means inflation of a cultivator's 
debt%.. The rise in the prices of commodities is another 
relevant factor. If a man had to pay R. 40 and borrow the 
amount, for buying a bullock twenty years ago, he must pay, 
and borrow, three times the amount now for the same 
purpose. Similarly in the matter of social ceremonies, 
which are none the less exacting than they were thirty years 
ago, a much larger amount is needed owing to the rise in 
prices. All these factors seem to suggest an increase in the 
amount of total indebtedness, during the last few decades. 

But, even if the total volume of agricultural debt has in 
fact i^reased in India, it may be urged that the population 
has also increased at the same time.* From the mere fact 

4 

that the agricultural indebtedness in India has increased 
since 1894, it does not necessarily follow that the borrowers 
as a whole have to bear a greater amount of debt. On the 
other hand, it is quite conceivable that the total volume of 
indebtedness may increase and yet the indebtedness per head 
may remain the same or may even decrease in accordance 
OTth the rate of simultaneous increase in numbers. In 
order to measure the change that has occurred we must 
examine the amount of indebtedness per head of the pcqju* 
lation. According to Darling’s inquiri^, the average in- 
debtedness per head of those who are supported by agri- 

^The «frkulturftl popuiatiofi wa9 tg €rore« tn 1901, tz crores in 1911, 
and 95 cram in 19^1 (Onsm of /nd^, vol. i. part i. 1911, p , 439 ; and 
vol. i. part i. igat, p* aS4)* 
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culture in the Punjab in 1918-19 is R. 76. It is not possible 
to get adequate or satisfactory statistics for purposes of 
comparison, but the following, compiled from the sources 
available, are not without interest. 


1693-4 Madras ‘ 
1906-10 Faridpur* - 
1911 Indiat 
1921 India * 


* Average IndebtedaeM 
per Cultivator, 

. R. t8 

- R. to 

- K, 

- R. 26 


From these figures it would appear that the agricdltural 
indebtedness^ not only in total volume, but also per head, 
has tended to increase during the last decade. 

But this question of increase in the amount of agricultural 
indebtedness must not be confused, as is sometimes done, 
with another and more important question, the rise or 
otherwise in the real burden of indebtedness. A nominal 
increase in the total or even average indebtedness docs not 
necessarily imply rise in the burden of indebtedness It is 
possible that the debt per head may increase and yet the 
burden per head diminish, if prices rise fastc*/ the 
amount of indebtedness. ,The correlation of mbvements in 
prices w'ith variations in the volume of indebtedness is a 
point that has not been considered by writei's on the subject. 
The general price level in India, as in other countries, has 
been continuously changing. If the index number for the 
general price level for 1911 (the year of Maclagai(*s estimate) 
is taken as 100, in 1918-19 (the year of Darling's inquiries) it 
had risen to 184. • This shows that the prices rose by 84 per 


* Obtained by dividing 45 crorc« «faimat4» of Agricultural 

debt tn Madras} by 2| crores of persons who depended on agriculture in the 
Madras Presidency in 1891. 

* Jack, op. fii. p. 155. • See above, p J J:? 

* Obtained by dividing H 600 crores by 23'! crores of persons dcfiending 
on agriculture in 1921 (Crnsus 0/ fndui. 1^2 1. vol. i, part ii. p. 200). 

» Calculated from %ures given in the Index Numbers of Indian tMces. 
2911-19 (C^rovernflOf jjt of India Pubheftion) . 
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cent, during the same period in which, according to Maclagan 
and Darling, the ’Volume of agricultural indebtedness in- 
creased by 100 per cent, (from 300 to 600 crores of rupees). 
If these estimates of indebtedness represent any dose 
approximation to the truth, it follows that the burden of 
indebtedness during the last decade has certainly remained 
undiminished and shows a tendency towards a slight increa^. 
Recently Mr. Wylie, Settlement Of^cer of the Peshawar 
district, to whose evidence before the^ Royal Commission on 
Agriculture reference has already been made, stated for one 
Tahs^ in Peshawar that, while the secured debt rose fivefold 
in the last thirty years the prices in that area had risen by 
about forty per cent. 'Hiis shows for one Tahsil a con- 
siderable increase in indebtedness, which is not merely 
nominal, but largely real. 

The foregoing argument is confirmed by the condition of 
the borrowers themselves. The careful inquiries of Darling 
indicate that the debtors are in as sad a plight as before. The 
annual reports of the Co-operative Credit societies for 1918-19 
point ill the same direction. My own investigation in 1924-26 
and t'ne'^Veplies received to the (Questionnaire ^ reveal the 
same storj\ Thus the fact that the borrowers have not been 
able to take advantage of the fall in the real value of their 
debts is significant and is itself a sufficient indication that 
not only has the agricultural debt of India tended to increase 
during the last decade, but that the arpount of increase in 
debt has been enough to offset the fall in its real value caused 
^^y a rise in prices. 

But even more important than the question of changes in 
the burden of debt is the one of the numbers actually involved. 
Here again we are handicapped by the paucity of statistics, 
but the following table, compiled mostly from Darling's 
excellent book, gives some indication of the state of 
affairs, 

* See Qeettioiiiiaire, Q 8, Apf^ndiJt, I., p, 254. 
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Ftc^rcentAge fiw from Dtbt. 


1874 

Central Provinces > - - - - 

- 60 

1888 

The tenantry in the Agra District * 

* 22 

1894 

Nagpur (i8.<xk) tenants) * - 

- 40 


Bar<^a State * 

- 40 

1913 

„ (The figure was thought 

to be 


much lower, but the exact figure 
given) * 

is not 

1907 

Fariilpur (li^mgal) • - - - - , 

- 55 

1919 

Mysore State {24,350 Co*o|)erator,s} ’ - 

' 37 

1878.79 The Punjab » : 



Gujranwala 

• 20 


Gurdaspur 

- 25 


Gurgaon 

- * 


Muzaffargarh . - . - . 

* 39 


Hoshiarpur 

• 30 


Multan . - . . . 

- 50 


Dera (ihazikhan ~ • 

- 33 


Jl'ang 

50 to 60 

1918-19 The Punjab as a whole • ~ . 

. 17 


These statistics arc quite inadequate for purposes of com* 
parison. In only two caj^-s, i,e, Baroda and the Pqjijab, is 
information given for two different areas rgigarflmg the 
p<.Tcentages free from indebtedness. In both these cases 
the percentage of the population involved in debt has 
increased in recent years. This is particularly marked in the 
case of the Punjab, where the percentage of non-debtors has 
fallen considerably. It is, perhaps, not altogether without 
significance that, as we run down the table, we find that, the 

• Notf by Commtuumfr of Se(Un»€nt% and Agneuiture, Centrai 

diited I5tb January, tn which over one- thin! of tlic proprietom were 

said to be in debt in 1874. 

• Tk0 Indu$tfial Orgamiafton of an Indian Prot ince, by T. Morison, I90<>, 
P *03. 

• Centra! Provinces GovcrmJMrnt letter, op . cU. — ' 

*'"* Baroda State, op. eU. •Jack, op, riC p. 9^ ’ bfymre State, op. cU, 

• Tho Punjab P amino Htpofi, 187S-79. 

• Darling, op. cit. p. 20. These ftgures are borne out by the Htporti on 
tka Working 0/ Co-operainc SocirUemn ike Punjab. 
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more recent the inquiry, the less the percentage of those who 
are not indebted. Agra and Faridpur are exceptions, but 
they are both very small areas as compared with all the 
others which figure in the table. The data, however, do not 
warrant a conclusive inference for the whole country, and 
all that may be ventured is that, speaking generally, indebted 
ness has probably tended to increase in amount and to be 
extended over a larger part of the popylation during the last 
two or three decades. 

(B) Non-agricultural Indebtedness. 

If the agricultural indebtedness of India and its distri- 
bution are .so difficult to estimate, her total indebtedness is 
still more so, for no estimate or inquiries in regard to non- 
agricultural indebtedness have yet been made. From the 
inquiries of Dr. Harold Mann and of the Rev. E. D. Lucas, 
it appears that average indebtedness per head of the total 
population is K. 40 and 48 in the two villages of the 
Deccan and those of the Punjab respectively, but they throw 
no ligld. as to the proportion between the agricultural and 
non-agricultbral indebtedness. Some indication with regard 
to the proportion can, however, be discovered from the 
following data to be found in Jack’s inquiries.* 

Karidpur. 

Population. Debt (in rupees), 

Agricullural - - 1.429, 630 14.155,946 

Non-agricultural - 43 i. 5,'>3 5 . 99 * > 2 ^ 

Total - - 1, 861,1 8j 20,147,232 

From these figures it would appear that the proportion of 
agricultural to n<Bi-agricuItural debt is 100 to 42. Now it is 

> Jack. ep. cit. pf 150 and 155. 
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curious that the composition of the population of Faridpur 
with reference to occupations, or the ratio of the agricul* 
turists to non-agriculturists, is typical of the whole of India. 
According to the above data, 77 per cent, of the population 
is agricultural, while the figure for India is 73 per cent.* 
Working on the assumption that the non-agricuitural 
indebtedness of India is 42 per cent, of the agricultural 
indebtedness, which fo^ India is estimated at R. 600 crores, 
the non-agricultural indebtedness would appear to be R. 252 
crores. 

(C) Summary of the Position. 

Aggregate Indebtedness. Adding the agricultural to the 
non-agricultural indebtedness, the aggregate indebtedness 
would be R. 852 crores. This gives an average debt of 
R. 27 per head of the total population. This is less than the 
average given by Mann and Lucas (40 and 48 respectively) ; 
but the Punjab and the villages of the Deccan to which their 
inquiries relate appear to be more than ordinarily indebted. 
On the other hand, it is slightly greater than the average per 
head for agricultural indebtedness (R. 26). Now a j^asant 
borrows money mostly for the performance of •ceremonies, 
which are equally pressing to the non-peasant. Both alike 
borrow also in order to carry on their calling, whether it be 
agriculture or cottage industries. In towns, perhaps, the 
non-peasant has to borrow, comparatively speaking, more 
than in the villages,' because of the higher standard of living. 
It is very difficult to be precise, but it may be haaarded that 
the total indebtedness to money-lenders in India amounts to 
between 800 and 900 crores of rupees or from £600,000,000 
to £650,000,000. 

Present Tendency. It would be interesting to know, 
whether the total private indebtedness in India at the present 
time tends to rise or fall. The problem, owing to lack of 
statistical data, does not lend itself to an arithmetical 

* Ceaito of India, 19/f', vol. i. pert i. p. 241. 
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analysis, but a bare statement of tendency may be attempted. 
So far as the causes of the growth of indebtedness during the 
last few decades are concerned, they do not show a material 
change in any direction. Illiteracy, ignorance, wasteful 
social customs, uneconomic habits, wdiich are so greatly 
responsible for the burden of debt are still there. It is not 
to be denied that there has been improvement, but the rate 
of progress is undoubtedly slow.* "^he cultivator has, per- 
haps, better credit now than he had ten years ago, but better 
credit means greater ability to contract loans and, since the 
debtor still clings to his old social ideas and looks upon 
indebtedness as a matter of course, he borrows more freely. 
The credit facilities for niral India are appreciably im- 
proving in so far as the co-operat ive credit movement is gaining 
ground, but they have not yet replaced the money-lenders 
and are sometimes treated as an additional source of credit. 
With earnest efforts for improving agricultural conditions 
there is bound to grow a demand for more capital. So that 
the present tendency does not seem to be towards a reduction 
in th^voliime of loans. 

'toll of Momy 4 cndcrs. Assuming tliat the total 
indebtedness is between R. 800 and 900 ciores, wiiat is the 
annual charge borne by the debtors ? Or, in other words, 
what is the annual toll taken by the money-lenders ? In 
order to answer this question the average interest charges 
must be estimated. Darling takes 15 as an average rate of 
interest for the Punjab.* As against this, Harold Mann's 
inquiries in the Deccan show that the average rate of interest 
for all kinds of debts in the southern villages is 23 4 per cent, 
while the * mode ' is 24 per cent.* Nicholson took an average 
rate of 18 i>er cent, in calculating the cost of borrowdngs in 
the Madras Presidency in 1894.* Now, as sliown in a 

* Taking illiteracy alone, the percentage of literates at over 10 years of age 
ym» ja»9 in 1901, 14 in 191* und just over t6 in lOJi for male population 
(Cmiw 0/ indiu, 1921, vol. i. part i, p 18S). 

^Darling, cii, p. 19* •Mann, 0p.\tt. p. lao. ^Nicholson, <?/>, p. 24c. 
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previous chapter, the actual rates of interest charged by the 
money-lenders vary from 37I to 300 per cent, in the case ol 
unsecured loans and from 8 to 37} per cent, in the case of 
secured loans. The proportion of secured and unsecured 
loans in India appears, according to Loth Nicholson and 
Darling, to be about equal. We have now to ask what 
average rate of interest must be taken for the whole of India, 
The rate given by Daring for the Punjab being in conflict 
wdth the rates given by other writers for other part.s of the 
country, it is as well to examine the position in the Punjab 
first. Discussing this interesting question for the Punjab, 
Darling says that, * as money became more plentiful and 
agriculture less secure, i8| per cent, came to be generally 
adopted for ca.sh and 25 per cent, (or grain loans. In 
districts like Jullancihar and Lj%'illpur, where there was a 
plethora of money, the cash rate fell to 12 and even 6 p<*r 
cent. ; conversely, in the more backw^ard districts it did 
not fall at all. In the last three years, however, owing to a 

general scarcity of money in niral an^as -so great this year 

(1923) that loans even against jewellery were soipc^knes 
refused — the rates have risen^abniptiy, a change accentuated 
in the central Punjab by the difficulty experienced in 
recovery, and in the less secured di.stricts by the drought 
of 1920-21. In some areas rales h(n*e actually douhM, and 
at least in one district {Hazara) they rose over 50 per cent,'^ 
He then goes on to pve 12 to 18 per cent, as tlK? rate for 
loans against jewellery and 9 to 12 per cent, for those against 
land {4 to 6 per cent, in cases where possession of the land is * 
given to the lender) and, striking an average of all, comes to 
the conclusion ihat ' the peasant proprietor of the province 
can hardly pay less than 15 per cent, on his debt/ * Thjj 

* Darling, ap. tti. p. 217. The itaKcfn are mine. • 

‘ The SgYire of 15 per cent., mentiooetl in Mr. Darling** Punjab 
Ptmant, has frequently Ijecn quoted as applicable to the Punjab village, 
but It certainly does not apply to the poorer cultivators, who pay anything 
from 2$ per cent, to 200 per cent, to tha usurer ' (Rtparf on the Working of 
Co-operaitpe Soeieiies i« the Punjab for 1926, p. 
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saving word ks$ is not withont significance, as will appear 
presently. Then, referring to compound interest, he gives 
some illustrations. * In 1896, a blacksmith of Hissar mort- 
gaged his small plot of land for R. 26 at 37} per cent. By 
1906 the debt, without further loan, had swelled to R. 500, and 
in 1918 — the judgment is before me as I write — decree was 
given for the amount in full/ ‘ Now in this case, the rate of 
interest it neither 9 to 12 per cent., ^e rate given by Darling 
for loans against land, nor even i8i per cent., the rate for cash 
loans, but it is 37J per cent. He goes on to say that ' at 
first sight this seems incredible, but, as Prof. Marshall points 
out, at 60 per cent, (a rate by no means uncommon in India), 
a debt of £1, if allowed to accumulate will become £100 in 
eight years.' • Here again the words I have italicised are 
significant, as the highest rate given before by Darling is 
25 per cent* for grain loans. It might have been argued that 
the 60 per cent, was an uncommon rate, but Darling himself 
denies it. As if to confirm the denial still more clearly, he 
gives the following illustration taken from a recent assess- 
menjt rejKJrt. 'A Jat, called Telu, in the course of twenty 
years bofrowed R. 350 and repaid R. 450. He now owes 
R. 1,000.'* This illustration, he remarks, ‘ is normal in 
every way.' It would therefore seem that 15 per cent, as 
the average rate of interest is an under-estimate. A precise 
estimate is impossible to give, but perhaps it would be nearer 
the truth .to put the average rate at bfctween x8 and 20 per 
cent. But even that is too low, if account is taken, as it 
» must be taken, of the numerous other ways in which the 
money-lender helps himself. Darling mentions a number 
of malpractices, e.g. * an anna is deducted from every rupee 
advanced and interest is charged upon the whole amount ; 
a fuU year's interest is charged on a loan, though the latter 
may only have been taken a few months before the balance 
* Djurling. Pp, cit. p. ai8. • Ibid. 
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is struck/ * etc* He especially refers to the grain loans and 
explains how they are even more costly than the cash loans» 
because the money-lenders make additional profits on them 
by advancing bad grain and receiving good grain, by adding 
one or two annas more than the market price per setr in the 
case of advance, and deducting the same from the market 
price in the case of pa)TOent, and by charging the same 
amount, say one-and-a-half nmund of wheat in June, \vhether 
the original maund had been taken in October or March.* 

Further, it must be recalled that, as shown in a previous 
chapter, the money-lender also receives various extras or 
so-called petty payments, which are neither petty nor infre- 
quent. Taking everjdhing into considenition. it would not 
be wrong to say that Mann’s (igure of 24 j)er cent, for Southern 
India is more reasonable for the countiy' as a whole than 
Darling’s estimate of 15 per cent.* which is low even as a 
pute rate of interest for the Punjab, and which, of course, 
takes no account either of the malpractices or the extras 
which characterise money-lending all over India, Allowance 
must, however, be made for the bad debts of the mon^- 
lenders. They do not always get the interest they ^haVge 
and not infrequently lose thCir principal, wdiile they may 
have to incur expenditure on litigation. So, to be on the 
cautious side, 20 per cent, on the amount lent may be taken 
as the income accruing to money-lenders. 

With an agricultural* debt of R. 600 crorcs this means an 
annual charge of R. 120 crores and in the case of the total 
debt of about R. 850 crores an annual charge of R. 170 crorcs. 
If so, the annual toll levied on the Indian cultivators is a 
little over three times the land revenue and the toll on the 
whole population almost equal to the total revenue and well 
over four times the land revenue.® 

* 

’ Darling, op. cU. p. 222. ’ /M. 

• For the Punjab Darling** estimate of agricultural debt is about tbffse 
tunes ttke land revenue (Darling, op, ril. p. tg). 



CHAPTER VI 

THE INDIGENOUS BANKERS AND THE 
JOINT-STOCK BANKS 

The preceding chapters have been devoted to an analysis 
of the system of indigenous banking as it functions in India 
at the present time. In this chapter we propose to discuss 
the relative positions which are occupied in the Indian money 
market by the indigenous bankers and money-lenders, on 
the one hand, and the joint-stock banks, on the other, and 
then examine the inter-connection which exists between the 
two. It will perhaps assist the process of clarification, if 
we begin by briefly reviewing the development of joint-stock 
banking in India down to the present times. 

i!* DEVELOPMENT OF ^0INT*ST0C:K BANKING. 

The history of joint-stock banking in India may well be 
deemed to fall into three periods : 

(. 4 ) The Calcutta ‘ agency houses ’ and banks from their 
establishment in the middle of the eighteenth century down 
to 1833 

(B) Early joint-stock banks, 1833-1860 ; 

(C) Joint-stock banks, 1860-1927. 

The Presidency banks, and the Imperial Bank of India, 
formed by their amalgamation, in view of their special im- 
portance, are reserved for separate treatment. 

A, The CakuUa Aj^ency Houses, 

CakuUu Agency Houses, The Precursors 0/ Early Joini* 
stock Bankif^, To the Cs^cutta ' agency houses * we need 

140 
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make but passing reference, for their history * is hardly 
relevant to the present investigation. It has been already 
painted out • how these trading firms undertook banking 
operations for the benefit of their constituents. Prominent 
among them were Messrs. Alexander &JZo, and Fergusson 
& Co. They resembled their contemporaries in England, 
such as Messrs. Child & Co. of Temple Bar md Hoare & Co. 
of Fleet Street, in two respects. Both combined banking 
with other businesses, and both were the predece.ssors of 
early joint-stock banks. To Me.ssr.s. Alexander & Co. goes 
the credit of establishing in Calcutta in 1770 the Bank of 
Hindustan, which was the earliest bank under European 
direction in India. So important was the |K>sition which 
the * agency houses ' held in tlie early days of Englisli trade 
with India that they were called the ‘ Merchant Princes.' 
Rise in this w’orld is, often enoupli, followed by a fall, and 
such was also the fate of these mercantile houses. 

Commercial Disasters of 1829-32 ami Bank Failures, 
Thanks to the combination of banking with other business, 
coupled with reckless spt^culation and a policy of placing 
profits before safety, the inevitable happened during^825-32, 
when commercial disasters overtook the trading arms and 
brought several to ruin. As might have been cxfKrcted, the 
failures of ' agency houses ' involved the collapse of their 
banking departments and of such banking institutions as then 
existed. It is significant that the Bank of Hindustan, which 
owed its origin to Messrs. Alexander & Co. and had** success- 
fully withstood three severe runs on it, the first in 1791, the 
second in 1819 and the third in 1829,* * could not survive the 
failure of its parent firm in 1832, and closed its doors the same 
year. The Calcutta Bank which had been opened by Messrs. 

* Interestitig mformation regardiiiig thc»e is to be found in The 
Progress and Pfn$nt Condition of Banking in India, by C. N. Cookt* 1865, 
»nd History of th§ Prtrtdancy Banks, by J. B. Brunyate, 1900, 

* See above, Chapter I. 

* Early European Banhif^ in India, H. Sinha, ty%j, p. 5. 
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Palmer & Co., had already failed in 1829, and the Commercial 
Bank of Calcutta also went to the wall with Messrs. Mac- 
kintosh & Co,, in 1833.* 

(B) Ear(y Joint-stock Banks, 1833-1860. 

Banks of Unlimiied Liability. The early banks under 
European direction which rose after the high mortality of 
the Calcutta ' agency houses ' may be characterised generally 
as being based upon unlimited liability and, in this respect, 
they may be distinguished from the banks which came into 
existence after i860. This may be inferred from the fact 
that there was no legal enactment providing for the applica- 
tion of the principle of limited liability to banks in India 
before i86o.* 

Below is given in a tabulated form the salient features 
compiled from the wealtfi of interesting facts and figures 
which are contained in Cooke's The Rise, Progress and Present 
Condition of Banking in India, which is a valuable treatise 
on the histoiy' of Indian Banking up to 1863.* 

Banks started for the Civil and Military Services. The 
fir^Wfact which plainly emerges from the above analysis is 
that, since the * agency houses ' which acted as bankers to 
the civil and military services were swept away in the crisis 
of 1829-32, need was felt to have some other credit institu- 
tions for the benefit of the members of these services. So we 
find that the Agra and United Sendee Bank, Ltd. and the 
Government Savings Bank, Calcutta, were almost immedi- 
ately opened for this specific purpose, the first in July and the 
second on ist November, 1833. later the Agra Savings 
Fund was opened in July, 1842, and the Uncovenanted 

* Shirras. typ. cii. p. 237. 

, ^ * Uttt tliiere is evidence to show that the General Hank of India established 
in was conceived and run on the principle of limited liability. For an 
interesting account of this institution see Ea»ly Banking in Jttdui. 

by H. Sinha, 1^27, pp, 9 W . 

• 1 be book is rare, but there is one copy in the I.2>ndon School of Eco- 
nomtea library to which the writK;^ had access thanks to the Librarian. 
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i 

& 

For local trade. 

Keg. in i860 as a 
joint'Stock bank. 

Amalgamated with 
the Bank of Bengal. 

Started alter failure 
of the Agency 
Houses. 

i 

0 

1 
o 

<3 

Speculation and 
irregularities 

Branches. 

Umballa, Cal- 
cutta, Lahore. 
Delhi, Agra, 
Bombay. Mad- 
ras, London 
(*854). 

Patna and Tir- 
hut. 

8 

‘H 

d" 

1 

Sim*i 

Benares 

Cawnpore 

Bpmbay 

Agra 

■ 

Calcutta 

U 

Year. 

1849 

1S51 

1891 

Feb. 

1862 

1 

J '.2 ‘ • 

Hft'e- yw-iiTiO jJ'O > 

t>^0O ^oocooo •~»ao 5rOO 

Q, ^ CO ^ ^ ^ *■* 

■s 

1 

6, The Simla Bank, 

Ltd. 

7. The Benares 

Bank 

8, The Cawnpore 

• Bank 

9. The Commercial 

Bank of India 

10. Uncovenanted 

Service Bank, 
Ltd. 

11. Dacca Bank 

Government 

Institution, 

It. The Government 
Savings Bank 


(Note. — While Cooke gives many interesting facts about these banks, he sometimes leaves out important parti* 
culars. Hence the gaps in the above analysis.) 
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Service Bank on March 17th. 1846, for members of the Un- 
covenanted services. 

High Banking Moriality. Another fact which is very 
striking in the above tables is the high death-rate of banks 
during the period 1833-1860. Of the*twelve banks which 
came into being in the course of tliese twenty-eight years, 
about half died out. 

Due to Speculation and Fraud, The failures of these banks 
may, in the first instance, be ascribed to speculation on the 
part of those responsible for their origin* organization and 
management. The collaf)se of the Benares Bank in 1849 
and of the North -west eni Bank of India in 1859 were largely 
due to the adoption of a policy of speculation and trading in 
indigo by the banks* agents with the banks* money. But 
the Benares Bank's failure was also caused by notorious 
irregularities and fraud. • 

Cooke has given a long account of the fraud which charac- 
terised the affairs of the Benares Bank and which is indeed 
sad reading. ' The whole history of the bank reads like a 
bucket-shop circular. The Directors held out promises JJ^at 
could not be realised, and the delusion was maii^tAined by 
prevarication. No wonden that the episode finished with 
the Chief Director's bankniptcy and the cashiering after 
a court-martial in Simla of two officers from the army.* * 
Defeciive Audit, 7 'he explanation of the existence of a 
banking system in \vhich such mismanagement and fraud 
was made possible seems to lie in the loose tiuditing of 
accounts which obtained in those days. Effective audit is 
always indispensable to the growth of healthy banking. In* 
India we find no law on the statute book providing for the 
qualifications of a bank auditor up to i860 — the end of the 
period we are considering. Act VII of i860, which authored 
the establLshment of joint-stock banks with limited liability, 
omitted the subject of audit altogether. 

> Shirras, op^ett, p. 354. 
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Successful Banks. On the other hand, some <banks, like 
the Agra and United Services Bank, the Simla Bank and the 
Dacca Bank, gave a good aca}unt of themselves. The first 
two had branches in the country and in London, and the 
Agra Bank had brantdies even in Canton and Shanghai. 

Early Joint-stock Banks and the Indigenous Bankers. 
Before we go on to consider the joint-stock banks from z86o 
onwards,^ we might pause to consider how the indigenous 
bankers got on with their new compeers. That there was 
no liaison between the two has been already pointed out.^ 
The indigenous bankers still held a predominant place in the 
credit organization of the country. ' More than half of the 
mercantile wealth of India,' writes Tod in 1829, ‘ passes 
through the hands of the Jain laity. . . . The officers of the 
state and revenue are chiefly of the Jain laity, as are the 
majority of the bankers from Lahore to the ocean.’ • 

But according to Cooke, the indigenous bankers do not 
seem to have been slow to take advantage of such facilities 
as the new credit institutions afforded them. In regard to 
the remittance facilities for transferring funds to Calcutta 
which were afforded by the Mirzapur bank, he observes that 
' the punctuality which charactjnised these transactions for 
a time, inspired the mahajans with confidence and they began 
to lend to him (the founder of the bank] and take his notes, 
of which he had sent a good supply to Calcutta to be put 
into circulation.' * 

(C) Joint-stock Banks, 1 860*1927. 

Thi Year x86o marks a new era in Indian Banking, The 
year x86o stands out as an important landmark in the history 
of Indian Banking, for it was by Act VII of that year that 
{he principle of limited liability was first applied to the joint- 

' Set thovt, p. 25. 

* and AnHfuifigs hy J. Tod, tSag, vol. i. pp. 

» Oooke, op. dt. p. *04. ^ 
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stock banks. It may be of interest to note that in England 
the same principle was extended to banking institutions in 
1858, although liability for note issue still continued un- 
limited, But hardly had this importaijt banking legislation 
been introduced in India than disasters of no common magni- 
tude overtook it, 

Bombay in the Throes 0/ Speculation, 1862-65. Following 
upon the outbreak of civil war in America, the supply of 
cotton from that quarter to Lancashire was stopped, and 
the English cotton industr>^ was obliged to look to India as her 
main source of supply. All hands got busy in the cotton- 
producing areas of the country and Bombay being an im- 
portant export centre for that crop, it was not long before 
people there began to lose their heads over such a lucrative 
opportunity of making money. .Such indeed was the profit 
from dealing in cotton that the Surat cotton, * which prior 
to 1863 was sold in the Liverpool market at 3 to 5 pence 
per Ib. with an exchange of 2 shillings or very near it, began 
to fetch as much as 20 to 24d.' ^ In 1861 the value of tjbj^ 
cotton exported was rccoitded as R. 5 crores and^in 1864-5 
as R. 29 crores, a figure nevgr reached before. * 

Flotation of Banks. Fimncial Associations and Khadas. 
The sudden and unexpected expansion of the cotton trade 
brought to the country immense wealth in precious metals. 
It also led to a wave of speculation, of which tlie flotation of 
financial institutions was a prominent and unfortunate 
feature. It become the fashion to begin by launching a 
bank, following it up by the formation of a financial associa- 
tion and finally of a Land reclamation company, called in those 
days a khadu. Sir Dinshah Wacha, in his Financial Chapter 
in the History of Bombay City, has given a long list, cover^g 
seven pages, of twenty-five banks, thirty-nine fifiancial 
associations and seven land reclamation companies and other 

* A Ffnancio/ Chapter in ike of Bombay Ctty, by Sit Dinshah 

Wacha, 1910, p, 12. 
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miscellaneous joint-stock concerns which were promoted and 
floated in 1864-65 and then ceased to be. They involved a 
paid-up capital of about R. 30 crores.' Such was the havoc 
caused by speculation in Bombay in 1864-65. 

Period 0/ Quiescence, 1865-1905. The crisis was followed 
by a period of comparative quiescence which, except for a 
brief break during 1890-1900, lasted from 1865 right up to 
1905. This may be seen from the following statistics : * 


JoiMT-STOCK Banks with Capital and Reserve over 
5 Lakhs, 1870-1905. 

(In Thousands of Rupees.) 


On 31st 
I>ecem- 
her. 

No. of 
Banks. 

Capital. 

Refw^rve 

and 

Kc.st. 

ToUl. 

Dei>osit. 

Cash 

Balances. 

1870 

2 

9.83 

*1,82 

11,65 

13.95 

5»07 

1880 

3 

18,00 

3.11 ^ 

21,11 

63.37 

16,63 

1890 

5 ! 

33.50 

17.-59 

51.09 

2,70.78 

55.79 


9 

82,12 

45.60 

1.27.72 

8,07,52 

1,19.04 

4 g 04 

8 

8 r ,49 

63.90 

1.45.39 

11.51.12 

1.43.77 

1905 • 


84.57 

77,82 - 

1.62,39 1 

11,98,92 

1.73,50 


In the foregoing table two facts call for notice. Firstly, 
although the country had enjoyed a period of quiet ever 
since the Bombay financial crisis of 1862-65, the total capital 
and reserve of all the nine joint-stock banks in existence in 
1905 did not quite amount to R. 2 crores (£1,500,000),* and 
their aggregate deposits in that year stood at less than R. 12 
crores (£9,000,000). Secondly, the proportion of cash to 
liabilities on deposits had gone down by 1905 to 12 per cent, 
a strikingly low figure for a country like India. But these 
Statures, which reveal joint-stock banking before 1905 in 
an uilfavourable light, did not prevent the establishment. 

• Stf Wiicha. cii, j>. 24. 

• SWistkal fmlstHng to Banks in India, 1st issue. 19 ^ 5 * P* 5- 

• At IS. exchange. ^ 
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during this period, of three very important joint-stock banks^ 
viz., the Allahabad Bank, in 1865, the Alliance Bank of 
Simla, in 1874, and the Oudh Commercial B«ink in 1881. Of 
these the Alliance Bank of Simla went into liquidation in 
1923, but the other tw^o still survive^and are among the 
biggest joint-stock banks of to-day. The majority of the 
joint-stock banks foimded before 1905, including the three 
just mentioned, were establislicd by Europeans. ^ 

Causes of Quiescence, Why, it may be asked, are these 
forty years, from 1865 to 1905, a period of comparative 
inactivity in the history of Indian banking? It is obvious, 
of course, that the Bombay disasters of 1865 and the preced- 
ing years, in which so many companies with rupee capital 
and Indian management were completely ruined, must have 
broken the spirit of indigenous enterprise for some time. 
Nor were the institutions under European direction immune 
from trouble. It was the speculative panic of 1865 that 
brought to the Bank of Bombay the disgrace of liquidation 
proceedings in 1868. From these, however, the Bank came 
out unscathed and it re-started work the same year. 

But, allowing ten years for recovery from tlj^e Bombay 
panic, why did joint-stock banking not make good progress 
from 1875 onwards ? Surely there must have been some 
more serious factor impeding the growUi of joint-stock banks 
than the mere memory of the Bombay disasters. There is, 
in fact, an important phenomenon which fully explains the 
situation. It was soon after the seventies that thfe gold price 
of silver began to fall and, since India was then on the silver 
standard, every fall in the value of silver altered the rate of 
rupee exchange, and added to the burden of the Indian 
Government, which had to find more revenue <0 meet its 
sterling liabilities or the ' Home Charges " in London. Every 
alteration in the Anglo-Indian rate of exchange also increased 
the element of uncertainty in the foreign trade of India and 
affected her industries. 
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This state of affairs continued without intermission until 
1893. In that year the Indian mints were closed to the free 
coinage of silver and the position returned to normality in 
1898. It is not without significance that the progress of 
joint-stock banking, though small before 1890, was compara- 
tively great during 1890-1900. This clearly indicates the 
existence of correlation between the currency troubles, on 
the one hand, and the slow growth of joint-stock banking, on 
the other. 

The currency troubles affected joint-stock banking in two 
ways. Firstly, attention was entirely devoted to the 
stabilisation of the currency, to the exclusion of questions 
relating to the development of banking. No one who care- 
fully reads the reports of the various commissions and com- 
mittees appointed from time to time to consider the problems 
of Indian currency and exofiange can fail to notice one re- 
markable feature which is common to all except the last, 
the commission of 1926. The mistake has been repeatedly 
made in India of attempting to solve the currency and 
txchange problems without securing a sound and strong 
ba^ing^systera. The second respect in which the currency 
upheaval of 1875-1893 affected Jndian joint-stock banking 
was by causing trade uncertainties to create such conditions 
and atmosphere in the Indian money-market as were un- 
favourable to the promotion of new' banking ventures. This 
may explain Keynes' observation that ' no entirely new 
Exchange Bank now (in 19x3) surviving was founded between 
1864 and X919/ * The exchange conditions had practically 
settled down by 1905, but they were again disturbed by the 
exchange crisis of 1907-8. 

Swadeshi MovemetU, 1906-13. With the cessation, by the 
beginning of the present century, of the exchange troubles 
came the wave of the well-known Swadeshi movement of 
1906-13, in which Indians, under the influence of national 

* indimm by J. M. Keynes. 1913. p. 107, 
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sentimeot, eagerly set out starting many new institutions. 
It is a striking fact that, in the short span of these eight 
years, there sprang up not only numerous industrial concerns, 
but also a large number of new joint-stock banks, as appears 
from the following statistics : ^ • 


Joint-stock Banks with Capital and Resekve over 
R. s Lakhs (1906-13). 


Year. 

I 

No. of 
Banks. 

11 

Cy^iiaX and 
Rc8cr\'e 
(H. lakhs). 

in 

Deposits 
(K. lakhs). 

IV 



Cash 
Balances 
(H. lakhs), 
V 

Ratio of 

V to IV. 

1906 

— 

1,90 

11.55 

1.49 

13 

1907 


2.92 

14,00 

1.94 

14 

1908 

14 

3.09 

16,26 


15 

1909 

^5 

3.54 

20,49 

2,79 

14 

1910 

16 

3.76 

•25.66 

2.80 

n 

1911 

18 

4.12 

25.29 

3,62 

M 

1912 

18 

4.26 

27.26 

4,00 

15 

1913 

18 

3.64 i 

22,59 

4,00 

18 


The number of banks>with a captal and resefve of over 
5 lakhs was thus during 1906-13 doubled, but the number of 
smaller banks which sprang up was very mudi larger. Of 
the 98 banks which fell during 1913-19,* as many as 58 were 
bom in the boom of 1906-13.* But most of the existing 
important joint-stopk banks also were established during 
these years. Amongst them may be mentioned*the Bank of 
India {1906), the Indian Bank (1907), the Punjab and Sind 
Bank (1908), the Co-operative Hindustan Bank {1908), the 

* Statistical T aides relating ta Banks in fndsa. i»t 1915, P* 5 

* The hgure given in the Statishcal Tables, and also in^hinras, op. cit. 

p, 47o« is 20, but this seeins an obvious misprint. The correct hgure is 11 
(Keynes, op. cii. p. 224). ^ ^ 

* The banks which have laikd since 19x9 were mostiy established alter 

* These figures are arrived at by an analysis of the information given in 
the annual ^aJti&tical TMes reloHng^to Banks in India* 
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Bombay Merchants' Bank {1909), the Central Bank of India 
(1911), and the Bank of Mysore (1913). 

Apart from the rapid growth in the number of joint-stock 
banks, another fact which emerges with equal plainness from 
the foregoing table i^ the unsteady and low proportion of 
the banks* cash to their liabilities on deposits. The year 
1913 showed some improvement in this respect, when the 
ratio had risen to 18 per cent., but it is noticeable that this 
rise in the proportion of cash to liabilities on deposits was 
accompanied by a reduction in the deposits. Moreover, 
even 18 per cent, w^as not a high ratio in the peculiar con- 
ditions of India, and on the whole the banks' cash position 
during 1906-13 was anything but sati-sfactory. 

The Bank Failures 0/ 1913-17, The period of boom was 
followed by the crash of 1913-17, in which the total paid-up 
capital of the banks that failed was no less than 51 ^ per cent, 
of the total paid-up capital of the joint-stock banks surviving 
in 1917. An idea of what happened may be gathered from 
the following table : * 

^ LigUIPATIOKS. 


Capital (in Lakhs of Kvq>ees). 


Year, 

NuinU'r. 

t- 

Authoriiw^d. 

i*aid up. 


12 

2.74 

35 


42 

7,10 

1,09 

1915 

II 

56 

5 

1916 

^3 


4 

1917 

9 

76 

25 

Total 

! 

87 

1 13.47 i 

1.78 

1 


Sp within five years, as many as 87 banks with a paid-up 
capital of R. 1.78 lakhs went into liquidation in a country 
which was, and still is, without many joint-stock banks. It 

^ niaHng io B&nks in India /or 19x7, p. 2. 

• Shinns, tfp. {it, p. 366. ' 
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is true that most of the institutions which disappeared were 
small and weak, but with them were taken away the following 
comparatively big banks as well. 

Pi&id-up CapiUl 
(in Lakhs of Kupees), 


r. The Indian Specie Bank - • - 

- 75 

2. The Peoples’ Bank - . - 

- 

3. The Credit Bank of India - 

- 10 

4. The Standard Bank of Bombay - 

- 10 

5. The Bank of Upper India - 

- to* 

Total 

- t,i8 

Banking Crises in India ami their LessoPts. 

The foregoing 


analysis reveals an important fact which must not be lost 
sight of. It will be seen that the banking crisis of 1913-17 
is by far the most serious from which India has suffered since 
the introduction of European banking into the country. 
But it cannot be seriously maintained that the bank failures 
of 1913 and the following years could not j>ossibly have been 
anticipated and therefore averted. Indeed, it is obvious 
that the same fundamentiil causes wiiich were responsible 
for the destruction of the Calcutta ' agency hou.ses ' in 
32 and the ruin of so many*banks and financial companies in 
1862-65 were still at work an 3 brought about the disasters of 
1913-17, from whose effects the Indian banking system has 
perhaps not yet completely recovered. These cau-ses, wc 
ma}' repeat, are sf>ecuIation, mismanagement and fraud. Of 
fraud there may now* be very little in evidence, but as to 
whether the existing banking institutions are free, in their 
working, from elements of speculation and mismanagement, 
a decisive answer in the affirmative is difficult to give, 
Judging from an analysis of the present position given below, 
I am not certain that we have yet learnt the lesSons which 
our past failures might well teach u$. ^ ^ 

Present Position of the Joint-stock Banks, According to 
the latest statistics available at the time of writing, it appears 
that in 1926 there were 73 jgint-stock banks from which 
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returns were received by the Government of India. Of these, 
27 had a paid-up capital and reserve of R. 5 lakhs and over, 
and 46 were smaller banks with a paid-up capital and reserve 
of from one lakh to five lakhs. 

For gauging the progress of joint-stock banking in India 
since the crisis of 19x3-27, the following statistics win be 
found useful. 


CAPltAt, KI^KRVE, DbIK>SIT8 AND CaSH BALANCES OF THE PeINCIFAL InDIAM 
Joint-Stock Banks on 51ST Dkcembek Each Year.* 

1913-1926. 


Cl-au a. 


CLasi B. 


V«*r. 

No, of 
Ikokt 

C«ptUl 

ntxt 

Keterve. 

D«po«iti. 


No. of 
Bank*. 

CsptUi 

and 

RffiMrrvc. 

DopokiU. 

Cut 

BalaACM. 

1913 (pre' 

ts 

K. lakh*. 

3.^4 

K. Ukba. 
23.39 

R. UkJu 
4,00 

33 

K. lakh* 

50 

R. lAkki. 
*.5* 

R. l»kh». 

35 

vrar YeEr) 

1914 

J7 

3.93 

17,11 

3*53 

35 

55 

1,26 

38 

1915 

20 

4.38 

17. « 7 * 

3.99 


53 

9* 

20 

1916 

20 

iM 

24.7* 

6.03 


63 

1,01 

*7 

19*7 

iS 

4.67 

3*4*7 

7*65 

WBM 

54 

99 

20 

1918 

19 

6,02 

40.59 

9,49 


63 

*55 

37 

1919 

18 

7.63 

58.99 

13**7 

29 

75 

2,28 

54 

1920 

^3 

10,92 

71,15 

16.31 

33 

82 

3.33 

42 


*7 

12,^0 

76,90 

15*66 

3« 

t,00 

3.36 

44 


37 

10.64 

61.64 

12.04 

41 

*.xi 

3.38 

56 

ms 

nm 

9.73 

44.43 

7.3/ 

43 

1. 11 

3.36 

61 

mi 

K9 

10,71 

53,50 

11^30 

40 

1.07 

2.67 

34 


■9 

io,(>o 

54.49 

10,10 

46 

1,18 

3.43 

68 


n 

10.69 

59*62 

9 .** 

46 

*.23 

3.46 

82 


Resources Increasing, The first fact which emerges from 
a study of the above table is the increase in the total resources 
of the joint-stock banks which has taken place since 1913, 
the pre-war year. This will be evident from the following 
summary of tlie statistics. 

(In Crorei of Rupees.) 





*S»5 

1916 

*9*7 

1918 

1919 

19:0 

192* 

19*^ 


ng 

63 

wm 

CapitEl 

4 

t 

4 

5 

5 

5 

7 

8 

12 

*3 

12 

m 

12 

ta 

12 

amt 

KtiCirve, 

Deposits 

« 

*4 

18 

19 

s6 

32 

43 

61 

73 

80 

65 

48 

55 

58 


TotE) 

a8 

tt 

34 

3* 

37 

49 

69 

8s 

93 

77 

59 

67 

70 

75 


i StaHsUctd Tabifs fileHng% Banks in InMa in 1926, p, a. 
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Set-back in Recent Years. The foregoing table shows that 
the progress in the total resources of the banks has not beaa 
steady during the last decade. All the three sets of figures 
of Capital and Reserve, Deposits and Total Resources, follow 
throughout the same general trend. It is. perhaps, most 
important to follow the statistics of deposits, the movement 
of which shows the varying position of the banks in the 
money-market and the confidence they enjoye^ in it. 
Starting with 1913, we find a fall of R. 6 crores in the deposits 
in the very next year, which may be accounted for by the 
banking crisis of that time. From 1915 onwards the deposits 
are seen mounting up with increasing rapidity until in 1921 
the record figure of R. 80 crores is reached. Then follows 
an almost equally rapid fall, culminating in 1924, when the 
deposits have declined to R. 55 crores. It may be argued 
tjiat these were exceptional years of inflation followed by 
deflation, in which there were marked movements in the 
general price-level. In order to allow for this phenomenon, 
let us convert the statistics of deposits for the various years 
in terms of the pre-war price-level. The result is as under,' 





*913 



t 9 iS 

*9*9 


1921 

tyjtl 

1933 

19x4 

General Index 
of IViccdevel 

100 

103 

106 

129 

U7 

»57 

166 

183 

*73 

164 

*54 

ijS 159 

l>eposits 

(Nominal) 

**4 

18 


2b 


42 

61 

73 

80 


4» 

S5 5* 

Deposits con- 
verted to Pre- 
War Valne 

24 

*7 

18 * 

20 

23 

37 

36 


46 

49 

3* 

35 36 


{N.B.^The I>cpo*iU arc in Crores of Rufxses.) 


The position of joint-stock banking, judging from the 
'variations in the amount of deposits in recent years, 
after taking into account the price movements, is riot hee 
from anxiety. This becomes clear if the figures are repro- 
druxd in diagrammatic form. 
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Deposits of the Joint-Stock Banks, 1913-1925. 



1913 '14 'IS '16 17 

thDQ$it9 (Jtomirml) 


18 19 20 *21 ’22 ’23 *24 *25 

Ymm 

• - - • to Prt- War 

Va!u*f 

Diagram III. 


In the foregoing diagram it will be seen that the two 
curves representing deposits fellow the same trend. But 
the rises and falls in the case of the curve that makes allow- 
ance for variations in the general price-level are less pro- 
nounced than is the case with tlie curve representing the 
nominal value. If we look at the fomjer, two facts at once 
stand out, a continuous rise in deposits, with an accelerated 
pace towards the maximum in 1921, and a sharp fall in 1925. 
The rise may be accounted for by the extraordinary activity 
in trade and the flotation of new companies in the post-war 
boom. The world-wide trade depression which followed the 
brief boom, and in which India had her share, coupled with 
the collapse of the Indian exchange in 1920-21. explains the 
fall in the deposits in 1923. Since then they show signs of 
slow recovery. Of course, the^economic conditions in India 


Crprea of Rupees 
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in 1921 and X923 were exceptional, but the fall of R. 15 
crores (R. 22 crores, if no allowance is made for changes in 
prices) in deposits \^ithin two years is a dear indication of 
the weakness of the Indian banking system in face of un- 
favourable conditions, lliat on the ifrhole there has been 
a considerable inprovement since 1913 must be admitted, 
but that the banks have still to consolidate their progress 
must not be ignored. • 

Proportion of Cash to Liabilities. In this connection the 
proportion of banks’ cash to their liabilities on deposits is a 
good index of their strength to avert a crisis, or to njeet one 
when it comes. The position for the last five years for which 
statistics are available * is as under ; 


Percentage of Cash to Liabilities on Deposits. 


ik 



l(>24. 

*9^5' 

t9t6. 

Joint-stock Banks, 

{A) Capital and Reserve 

tO 

i 

O' 

/<» 

0/ 

0/ 

/o 


over 5 lakhs 

20 

mm 

21 

19 

JS 

(R) Capital and Reserve* 


■1 


•* 

between i and 5 lakhs - 

m 

D 

H 

20 

24 


Of the two classes of banks, the proportion in the case of 
those with capital and reserve under R. 5 lakhs shows dear 
improvement. But' the steady fall in the cash reserve of 
the banks with over 5 lakhs of capital and reserve is very 
noticeable. This is all the more serious when we realise that* 
the bank failures in India are not yet a thing of the past. 
To bring out the point we need do no more than give the 
foUowing table * which tells its own tale. 

» Siatisiitai Tablst rfiaitftg fo Hankt in India fat 

* Ibid, p. 25. In thia table the smaJlneae of the paid*up capital m 
compared with the $ub$ctih§d and still more with the auth&rii$d capital will 
be readily noticed. 
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Statement showing Failures of Indian Joint-stock 
Banks from 1918-1926. 


Year. 

Number o( * 
CompanieH 
involved. 

1 CAPlTAiL. 

1 

Authorised. 

SubscntxMi. 

Paid-Up. 



R 

R 

K, 

1918 , 

7 

2.09.49.970 

4.85.65* 

1.46.185 

* 9*9 

4 

52,50,000 

6 , 47.*85 

4,02.737 

1920 

3 

10,40,000 

7,67.700 

7.24.717 

1921 

7 

70,40,000 

5,80,965 

1,25.329 

1922 

15 1 

*0,15,55,000 

27.25.744 

3.29.991 

1923 

20 

21,86,89,995 

9.92.36,480 

4,65.47.325 

1924 

18 

6.30,30,925 

26,46.37a 

11,33.623 

*925 

17 

i, 89 , 8 o,<x)o 

25.4* .695 

*8,75.795 

1926 

*4 

70.80.0cK) 

7,05,815 

3,98.145 


There is a striking parallel between the bank failures of 
1922-26 and those of 1913-17, whose seriousness we have 
already noticed. During 1913-17, 87 banks had failed, with 
a paid-up capital of R. 1 78 crores, which was equivalent to 
51 per cent, of the total paid-up' capital of the joint-stock 
banks in existence. The corresponding figures for 1922-26 are 
84 banks with R. 5 crores of paid-up capital or 42 per cent, 
of the total paid-up capital and reserve of the existing banks. 

Geographical Distribution of Bank Failures, 1913-1926. 
Having dealt with the history of the Indian bank failures, a 
word may he said relating to their geographical distribution. 

, For this purpose the following table (p. 159) has been compiled. 

Thus the Punjab has the highest bank mortality, having 
lost as many as 64 banks out of the 192 banks which have 
failed duririjj 1913-26. The next Provinces in the order of 
castfalties are the United Provinces, with 39 failures, and 
the Bombay Presidency, with 28. 

Why is it that, in respect of bank failures, these three 
provinces fared so badly, while some parts, such as the 
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Central Provinces and Burma, have almost a clean record ? 
The explanation seems to lie in the importance of these three 
provinces as the trade marts of the country. The Punjab is 
the greatest wheat -producing province of India, the United 
Provinces taking the next place. Bombay has always been 
one of the principal ports and a centre for speculation, 
especially in cotton and in silver. Therefore, during the 
Swadeshi movement of 1906-13. most of the new banks were 
established in these provinces, particularly in the Punjab, 
in order to take advantage of the growth of the canal colonies 
there. \^Tien the crash came in 1913, and the following 
years, these were naturally the parts which were the worst 
hit. 

Geographical Distribution of Banks in 1926. This brings 
us to the question of the geographical distribution of the 
existing joint-stock banks. But. before considering it. a 
word may be .said about the policy of the joint-stock banks 
in regard to the extension of banking facilities within the 
countr>^ In this respect again, the Indian joint-stock banks 
may be contrasted with similar institutions in England and 
otlier parts of the Empire, not to speak of other countries. 
Although the Allahabad Bank^-^which is the oldest surviving 
Indian joint-stock bank — was established in 1865. it was not 
until twenty-three years had ekipscd that the first branch 
was opened at Allahabad. In 1926 (the latest year for which 
figures are available) there were only a little over 600 head 
offices and branches (including those of the Imperial Bank 
of India), scattered over an area of 1.900,000 square miles 
and for a population of 318 millions. 

How exactly these banking establishments are distributed 
in the various provinces may be seen from the annexed 
tmp* It will be seen that the joint-stock banks are fairly 
distributed in the Punjab, the United Provinces and the 
three Presidencies, thanks to the oj>ening of a hundred 
new branches by the Imperial Bank of India in some 
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of the parts which had been neglected by the presidency 
banks,* But there are still large areas, where banking 
facilities are inadequate, and, in this respect, the Indian 
Native States are the most backward. 

TAiJ Business of the Imiian Joini-stmck Banks. Having 
seen how inadequate is the numb<?r of joint-stock banking 
institutions, let us see what is done by such as exist. The 
Indian joint-stock banks [perform all the general .banking 
functions, but they do not concern themselves with foreign 
exchange business, for which there are Exchange banks. 

The joint-stock banks, as a rule, have no direct hand in 
the financing of agriculture, which is the preserve of the 
indigenous bankers and money-lenders, and in recent years, 
of the co-operative societies. Nor do the joint-stock banks 
care to deal with small artisans or traders who cannot afford 
tp^vc approved security iuid about w^hom the banks have 
no local knowledge. 

The main business of the joint-stock banks, then, is con- 
fined to the financing of trade and industry in the Presidency 
towns and large commercial centres. There is no important 
industrial bank in India, ihe Tata Industrial Ba^k, wfiicb 
was the only one stich banlc, having failed in 1923. The 
position is rather diflicult. Complaint is repeatedly made of 
the inadequacy of banking facilities for industries. But the 
banks too often lack the knowledge requisite for gauging 
the soundness of indu.‘jtrial ventures, while they are rendered 
cautious and suspicious by their past unhappy experiences. 
The Indian Industrial Commission of 1918 drew special 
attention to industrial banking. Since then the External 
Capital Committee of 1925 and the Royal Commission on 
Indian Currency of 1926 have recommended a siyvey of the 
whole field of Indian banking. The present position of^hc 
ioint-stock banks is unenviable. Their connection with the 
indigenous bankers is too irregular and incomplete for them 

* See below, table on p. 1S9. 
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to obtain stifficient business from them, while there is no 
Central Bank on which they can depend for help in time of 
danger. 

a, DEVELOTOENT OF CENTRAL BANKING. 

The idea of a Central Bank for India is not a new one. As 
early Jis 1836, a number of English merchants appear to have 
petitioned the Government of the day for permission to 
establish what would now be called a Central Biink. Since 
then, from time to time, the project of a Centra] Bank has 
been the subject of discussion, until, early in 1928, a Reserve 
Bank was all but established. As some of the functions of 
a Central Bank were before 1921 perfonned by the Presidency 
banks and since then have been performed by the Imperial 
Bank of India, their iK>sition must first be examined, 

(. 1 ) The Presidency Banks. 

The first Presidency bank was the Bank of Calcutta, 
opened on 2nd June. 1806, with a capital of K. 50,00,000, 
divided into five hundred shares. On 2nd January, 1809, it 
received a charter by which its name was clianged to that of 
the Bank uf Bengal.^ I'he Bank of Bombay was established 
by Act III of 1840, with a capital of K. 52,25,000 divided 
into 5,225 shares. The Bank of Madras came into existence 
on 1st July, 1843, by Act No. IX of that year,* Its capital 
was only R. 20 lakhs. The total capital of all the three 
Presidency banks was thus R. 122-25 lakhs.* 

Original Shareholders. It is of interest to note that, while 
the shares of the Presidency banks were originally subscribed 
mainly by the Europeans, there were some Indians among 
the shareholders. This is particularly true of Bombay, as 

» This must l>e diMinguishe<I from the older institution, the Iknga! liank, 
whLh existed in Calcutta from 171^0 to iSoo. 

* Prior to it, there existed a Government liank in Madras which had a 
small business and a note issue of a very limited amount. 

* On 16th January, 1921, tiic total paid<up capital was R. 3.75 lahhs and 
the total Bts»rvt and Rest R. 3.45 laklss. 
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may be gathered from the following list of the original share- 
holders of the Bank of Bombay. 

In 1840 : 

173 Euro|)eans residing in India subscriW to 
12 Native Christians - . . . 

3 Mahomedans 

109 Parses 

35 Hindus - ^ . 

Goven)!iH*nt Shares - . ~ . 

332 Tf»tal - 5225 

That only 3 Mahomedans and as many as 109 Parse.es were 
among tiie original shareholders is striking. It will be 
remembered that the Mahomedans are prohibited by tlieir 
religion from receiving interest,^ ^ 

V^nk of h$i 4 C. Like th< English joint-stock banks before 
1844, the Indian Presidency banks were also banks of issue. 
This right of note issue w^as taken away from them in 1861, 
when an Act ^ wa.s passed providing for a Government paper 
currency.^ The transfer of the right of note issue from the 

Government to a new central bank, wliich was to*f>e estab- 

• 

lished, was one of the important recommendations of the 
Hilton \'oung Commission of 1926, which unfortunately has 
not passed through the legislature. 

Bank Forgeries and Fraud. Even the Presidency banks 
were not immune front forgeries and fraud. Two^ instances 
stand out prominently. Che first is known as the Rajkishore 
Dutt's forgerie.s of 1829, when money was advanced by the 
Bengal Bank upon forged Company’s papers. Mr. Dorin, 
the Secretary of the bank, did suspect the genuineness of the 
papers, but when they were sent to the Accountant fieneral’s 

* Cookfr, cit. p, 165. • S«»e alx.>vr, p. 33 * Act XfX of 4 Sot, 

♦ Artu.'iily banket lost their right of note inaiup in 1862, but thcry were 

permitted to maiiaif^e the paper currency as agents of the <k»vern* 

ment until 1S66, when the (iovernment umlertook the direct management 
of the leafier currency 


Shares.' 
' 32()1 
49 
55 

327 

300 
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office for verification, they were returned in order. Later 
when the duplicates turned up, the papers deposited with 
the bank were discovered to be forgeries. ' So cleverly was 
the forgery effected, that when Mr. H. T. Princep, the 
Financial Secretary to Government, whose name appeared 
in the notes, was examined in court he declared, when the 
notes were put into his hands, that he could not swear that 
the signatures were not his own.' ^ The Government refused 
to make good the bank s loss. The bank thereupon appealed 
to the Privy Council, but the appeal failed, and the bank had 
to write off the whole of the profits of the first half of 1S34 to 
profit and lo.ss.2 Such w^as the excitement in the money- 
market that the bank stock fell from R. (xxxy to 5 (k>. It 
recovered, however, to its original level the next year. 

The second case is that of the extensive forgeries of ilie 
notes of the Bank of Bombay, which were detected dur*.,g 
the period 1848*51. An idea of their magnitude may be 
gathered from the fact that ‘ at least four-fifths of the entire 
circulation was temporarily reduced.' 

Caution the Key-note 0/ the Presictcncy Banks Act 0/ 1876. 
The Presulency banks in their early days must have been a 
source of anxiety to the Government. Besides the bank 
forgeries to which reference lias been made, the Bank of 
Bombay had become involved in serious trouble as a result 
of the Bombay .speculative crisis of 1862-65. In January^ 
1868, it went into liquidation, but i e-start ed work in the 
same year. It is therefore not difficult to see why the 
Presidency Banks Act XI of 1876 w^as rigid in regulating 
and restricting the business of these banks. By that Act, the 
banks were not pennitted to deal in foreign exchange busi- 
ness, or raise funds in London, and they were prohibited 
frdm making advances for more than six months, or against 
immovable property, or upon promissory notes with less than 
two independent names, *or against goods unless the goods 

* Cooke, op. tit, p, 103. » IM, p. 104. 
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or the titles to them were deposited with tlie bank. The 
Government balances left with the bank were also limited 
and the Government opened Reser\^c Treasuries in the 
Presidency towns. This system was maintained without 
material alteration until 1920. ^ 

Eskihlishment of Bank Branches, While the Presidency 
banks were restricted regarding the nature of their business 
in several respects by the Act of 1876, they wert left at 
liberty to optm as many branches within the Presidency 
limits as they liked without having to obtain any previous 
sanction of the Government.^ Viewing the whole history 
from 1809, 'riien the first Presidency bank received its 
charter, to 1920, when the Imperial Htink of India Act was 
passed, the Presidency banks liad a life of over a century^ 
but they had only fifty-nine branches to their credit on 
3ft|i January, 1921, on which dhte their individuality was 
merged into tliat of the Imperial Bank of India. What the 
Imperial Bank has accomplished since then is the next 
question to be considered. 

(B) The Imf^crial Bank of India, 

The Imperial Bank of Indta Act of 1920 * united the three 
Presidency banks into one, and the Imperial Bank of India, 
as have just said, started work on 27th January, 1921. 
Seven year.s have elapsed since then and in another three 
years the Act will be, due for revision. Fhe future of tlie 
Bank, in the light of the experience gained, is thus a matter 
W'hich calls for serious considenition and immediate solution. 
The recommendations of the last Indian Currency Commis- 
sion in this regard are of a far-reaching character, in their 
effect both upon the position of the Imperial Bank of India 

and that of the Indian money-market, in which the ijjfdi** 

* 

* Ilranchest or cmt?»ide tli« Presidency could Ik* ojx-ned with the 

previous consent of the ik>venior -General in Council (Sec 41 of Uhs Pre- 
sidency lUnks Act XI of 1S76), 

* Act XLVil of 1910 . 
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gcnous bankers, at present, play a very important role. The 
discussion of this subject must be deferred to the concluding 
chapter. Here we arc concerned with a brief review of the 
progress made by the Imperial Bank during the last seven 
years and in the elucidation, so far as possible, of the inter- 
connections between the Imperial Bank, the Indian joint- 
stock banks and the indigenous bankers. 

Kind ^ of Business, The Imperial Bank of India Act of 
1920 follows generally the same lines as the Presidency Banks 
Act of 1876 in regard to the regulation and restriction of 
the bank business. But of the two Acts the Imperial Bank 
of India Act is more liberally conceived. To instance one 
important point, it authorized the opening of a London 
branch and the borrowing of money in London against the 
assets of the Bank, although the opening of cash credits, 
keeping cash accounts or rbeeiving deposits in London is n^t 
permitted, unless it is for a former customer of the Imperial 
Bank of at least three years’ standing or for a customer of 
any of the old Presidency Banks. The Act of 1920 also 
provided for an agreement between the Bank and the 
Secretary^of State which was sigried on 27th January, 1921, 
and by which certain obligations were imposed and certain 
privileges conferred upon the Imperial Bank. 

Obligaiions afui Privileges. By this agreement the Imperial 
Bank undertook (r} to conduct all general banking business 
of the Government of India ; (2) to open, within live years 
of its inauguration, a hundred new branches, the location 
of twenty-five of which could be determined by the Govern- 
ment of India ; and (3) to conduct the management of the 
public debt for a fixed remuneration. 

On the other hand, the bank was permitted to hold all the 
Trtasury balances, wherever the bank had a branch office. 
It was also given the privilege of transferring its funds 
through ' currency ’ free of cliarge. The Government agreed 
not to issue any * Currency^ Transfers ' or ’Supply Bills' 
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between any two places w»here a branch of the Imperial Bank 
might be located. The bank, in return, undertook to offer 
every facility to the public for the transfer of funds from one 
branch office to another, at rates not higher than those to 
wffiich the Controller of the Currency should signify his 
approval. 

Implications and Limitations, We must now address our- 
selves to three important questions. Firstly, wli^t is the 
constitutional position of the Impi^ria! Bank of India among 
the central banks of the world ? Secondly, what is the 
jX)sition of the bank, as conceived by the Act of 1920, in the 
Indian money-market ? Thirdly, in what manner and to 
what extent, if at all, have these conceptions been affected 
by the actual practice during the last .seven years’ working 
of the bank ? 

^ Taking the first question firstf it may be said at once that 
the constitution of the Imperial Bank, as embodied in the Act 
w'hich brought it into being, falls short in several e.s.sential.s 
of that of a central bank of either the English or the conti- 
nental or even the South African type. But the disad- 
vantages from w’hich thc*Imperiai Bank suffers !\ped not be 
exaggerated. In the first place, the IrnjxTial Bank of India 
Act specifically requires the bank to act as Government 
bankers, a function admittedly appropriate to a central bank. 
Secondly, and this may be emphasised, there is nothing in 
the Act to prevent ^he bank from pursuing a policy which 
may enable it to come to occupy the position oi a bankers* 
bank, which again is a function appertaining to a central 
bank. Of course the Act of 1920 permits the bank to conduct 
general banking business, with the consequent possibility 
of coming into competition with other banks ^nd thereby 
prejudicing its capacity to play the r61e of a bankers' |^ank. 
This, however, is an objection which finds favour cmly with 
the advocates of English and American central banking 
policy. On the Continent, commercial banking is not 
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incompatible with central banking busmess. The answer 
to the question as to which of the two systems is more suited 
to Indian conditions, whatever it is, does not affect the possi- 
bility of the Imperial Bank coming to act as a bankers’ bank. 
Where, however, theffmperial Bank of India Act of 1920 docs 
fall below the ideal of central banking legislation is the with- 
holding from it of the powers of note issue and thereby the 
capacity, to unify and control the currency and credit policy 
of the country. Of this more elsewhere.* 

Now as to the other questions regarding the position of the 
Imperial Bank in the Indian money-market and its actual 
working. The goal set up for the bank to aim at was tlie 
development of the banking habits of the people. In the 
first place, the bank was to be tlie custodian of the national 
balances and the manager of the public debt. In the second 
place, it was to extend banking facilities within the country# 
by opening new branches. In the third place, with its large 
resources, both public and private, it was to facilitate the 
internal movements of funds and ease the seasonal stringency 
in the money-market. Of these three functions, the first 
need not detain us ; we are here concerned mainly with the 
second and the third. 

Establishment of Branches. As regards the opening of a 
hundred new branches, the bank duly fulfilled its obligation 
by 3i.st March, 1926. In 1926-27 the position was as 
shown in the table on the next page.* . 

It is striking to note that no new' branches have been 
opened since March, 1926. This is explained by the 
declared policy of the bank that they wish to consolidate 
their existing establishments before embarking upon new 
ventures, c 

Tfee question naturally arises as to how many of these 
branches have by their new business proved to be a successful 

* See below, pp. 231 et seq. 

• JRtp0r$ of thi ConiroiUr of Iko Cumnc)’ for 1926-27. p. 20, 
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I^ovinccs. 

Ko . of BranclwJi 
in existence 
Iw-fore January, 
19^1. 

Since 

January'. 

192 X. 

Tour 

Bengal 

6 

• 9 

15 

Behar and Orissa 

I 


9 

Assam 

— 


2 

United Provinces 

5 

18 

23 

Punjab 

'2 

17 

^9 

North Westeni 




Frontier Province - 

— 

3 

3 

Bunna 

3 

3 

(> 

Bombay 

M 

9 

23 

Madras 

i*S 

*5 

33 

Central Provinces 

3 

7 

10 

Minor Provinces 

1 

2 

3 

Indian States 

5 t 

8 

*3 

Ttylon 

1 

— 

1 


5Q 

101 

l(x» 


proposition. The answer is furnished by the following 
table : * 

NhW tiRAN( : hes. 

Number of New Branches working at a Profit (inclusive 
of interest received from or paid to Head Othcc 
Account) 32 

Number of New Branches wwking at a Loss (inclusive 
of interest received from or j)aid to Hoad 4)fhce 
Account) 

The position is, however, perhaps not so bad as it might 
appear at first sight from these figures. It must be re- 
membered that they relate to the end of 1925 , •when some 
of the new branches were hardly a year old and unlMkely^ 
therefore to show any results. More recent statistics are 

* Royal Commission on Indian Currency and Ftnanu. Mtnuks of Bvt- 
deme, 1926, voJ. iv. p, 479. 
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^79 

not available, but it is not unlikely that some of the fifty-six 
branches which were unsuccessful in 1925 arc now, in 1928. 
working at a profit. Be that as it may, the new branches 
had succeeded in attracting over R. 8 crores of deposits by 
the end of 1925, as isf shown by the following table : 

Crores 
of Kujvees. 

Cash Balance of Current Accounts of all new branches 3*10 


Saving Banks Balance i -68 

Fixed DeiKisits 3*57 

Total - 8*35 ^ 


Inland Remitianccs, Coming to the facilities afforded by 
the Imperial Bank for inland remittances, it will be recalled 
that the Act of 1920 provided that all 'Freasury balances wTre 
to be placed in the hands of the Imperial Bank wherev'er the 
latter had a branch office* This meant, in the first place, 
the abolition of the Reserve Treasuries and, in the second 
place, the release of large Government funds to be used by 
the bank for assisting the money-market. As tlie bank offers 
transfer facilities at fairly low rates previously approved by 
the Controller of the Currency.^ it**;;loes not itself derive much 
profit from this kind of business, *l>ut it is a valuable concession 
to the constituents. That inland transfers, through the agency 
of the Imperial Bank, have growm considerably in volume, 
in spite of recent diminutions as a consequence of a fall in the 
price-level, may be seen from the statif^ics given on p. 171. 

Bankers^ Bank. Now we come to the consideration of the 
inter-connection Ix'tween the Imperial Bank and the Indian 

* Figures giv(‘ri by Mr. Norman Murray, Managing Governor of the 

Imperial I.iank in his cvklence Ijcfore the Royal Currency Commission of 
1926, See Minutes of Exndjetice of the vol. iv. p. 472. 

• For amoutits of R. 10.000 ami over * - - i anna per cent. 

^ „ ,, H. 1,000 but less than R. io,ooo 2 annas per cent 

less than K. i.o<x) - - - « At the discretion of 

the bank. 

{In 1923-24 the X anna rate was reduced to | anna per cent, for banks in 
order to assist them.) Report of the CoiUroUrr of the Currency for 1920-21. 
F- 3^ 



Remittance through the Imperial Bask.^ 
(In I^hs of Rupees.) 
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* {Bfpofi 0/ lh 4 CanifoUer of thi Cwttmy for 1926-27, p. 29.1 



172 INDIGENOUS BANKING IN INDIA 

joint-stock banks. Complaint is sometimes made * that the 
Imperial Bank has come into competition with the Indian 
joint-stock banks, with the result that money rates have 
tended to be reduced, to the disadvantage of the latter. 
Tliis question of competition need not be exaggerated. It 
is sometimes forgotten that in at least seventy-five places 
there is no bank except a branch of the Imperial Bank. The 
question *of competition therefore only arises in alx)ut a 
hundred places, where there are joint-stock banks as well as 
branches of the Im}:>erial Bank. And if the Imperial Bank 
has large Government balances for use free of interest which 
give it an advantageous position over other banks, it must 
not be lost sight of that it is also subject to certain severe 
restrictions, such as the prohibition of dealing in the profitable 
business of foreign exchanges — from which the latter are free. 

On the whole the relations of the Imperial Bank 
the joint-stock banks appear to be cordial. Most of the 
Indian joint-stock banks keep accounts with the Imjwrial 
Bank. In the following months the bankers’ borrowings 
from the Imperial Bank exceeded their balances with it.* 


.Month. 

li^ilauces. 

Borrowing. 


Crorcs of Rupees, 

Crores of Rupees, 

Februar>% 1924 

4i~7i 

g — 9 J 

March, 

3i“<> 


April, 

4 — (>1 

7i— 9i 

May, ' 

6 

6j— « 

June, 

4J— 7 

4i— 7i 

July 

4r-7i 

3-5l 

February, 1925 

4i— 7t 

3i— 5 

March, , 

Si-8 

4f — *fi 

April, 

4i— 7 

4t— 5i 

‘Maj’. 

4-51 

3t— 5i 


* See below, p. 1 77. 

» MiStyai Cutmney C^mmisswn^ Mitiutes oi Evidence, vol. iv. p. 47^^. 
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The above figures relate to Indian as well as other banks. 
The following figures ^ show their relative position as it was 
on 27th March, 1925. 

Indian Other tUnkn. 

Deposits - - Rs. 185 lakhs. • Rs. 576 lakhs. 

Advances - - Rs. 306 ,, Rs. 223 „ 

Clearing Houses. The Imjx'rial Bank also conducts the 
Clearing Houses busines,s in India at eleven centres, vk., 
Ahmadabad. Bombay, Calcutta, Cawnjx>re, Colomlx), Delhi, 
Karachi, Lahore, Madras, Rangoon and Simla. The actual 
business of the clearing house is carried on in the ofiices of 
the Imperial Bank at these centres and representatives of 
other banks meet under the sujx^rvision of an officer of the 
Imperial Bank, which provides the necessary^ staff. A bank 
can become a member of the clearing house by the consent 
of the existing members. TheTmjx^rial Bank has no more 
voice in the matter than any other member of the clearing 
house. 

Joint-stock Banking in India and the United Kingdom, This 
review of the development of joint-stock banking may be 
concluded by a statistical comparison of the portion of the 
Indian joint-stock banks, ifi respect of their resources, with 
that of the joint-stock banks in the United Kingdom of 
Great Britain and Ireland. With this object in view the 
diagrams on p, 174 have been constructed. 

3. HELATION OF INDIC^ENOl'S TO JOINT STOCI^B.\NKIN(:;. 

Having briefly reviewed the evolution of joint-stock banks 
and the beginning of central banking in India, we must now 
turn our attention to a consideration of the relative |K>sition 
of the indigenous bankers and the modern banking institu- 
tions and of the connection w^hich exists between them# 

Taking their relative position first, it is difficult to state it 
with any precision, since the annual tables relating to banks 

^ Boyal Ctm^ency Commisiwn vof ii n 
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Joint-Stock Banking in Great Britain and Ireland 


AND IN India, 1925-26. 
(In MtlUoits of 
2.400,, , 



2,000 


40.000 


1 

201 

2.417 

40,437 

1.000 

20.000 



12 62 







Capital & Reserve Deposits Bank Clearings 

Diagram IV. 

N.B. — I. The entire blockn represtmt Great Britain and Ireland. 

2 . The shjKlcd portions represent India. (Imperial Bank of 

India and Indian Joint-Stoek Hanks. The Deposits 
include those of the Exchange Banks doing business 
in India ) i 

3. Actual figures are given inside the blocks and shaded 

portions. 

4 . Indian figures arc converted into J^iunds at is. 6d. rale. 

published by the Government of India give no statistics 
about the indigenous bankers. Some idea of the state of 
affairs, however, may be had from such analysis and figures 
as have been worked out in this monograph. 

We have seen * that the financing of agriculture, which is 
the primary industry of the country, is almost entirely con- 
trolled by tke indigenous banking agencies. The same can 
be scid in regard to the Indian cottage industries. How 
much indigenous banking money is invested in these indus- 
tries it is impossible to tell, but it lias been estimated that 

^ See above, pp. 50 #1 
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the total agricultural and non-agricultiiral indebtedness to 
moneylenders and bankers may be between £600,000,000 
and £650,000,000.' Besides, it has been pointed out how 
the indigenous bankers in several industrial centres contribute 
to the mill credits.* * 

In the financing of the internal trade of the country, again, 
the hundis discounted or re-discounted with the Imperial 
Bank even in the busiest season hardly exceed K. i2*crores.* 
The bulk of the work is evidently in the hands of the indi- 
genous bankers outside the sphere of joint-stock banking. 

If the above conclusions corres|X)nd at all closely with the 
facts, the part which the Indian joint-stock banks play in 
the financial life of the country pales into insignificance, when 
contrasted with that of the indigenous money-lenders and 
bankers. The present inquiries confirm the view that the 
masses of the country have almost nothing to do wdth the 
Indi\n joint-stock banks, they only know the village money- 
lender, whom they call variously Mahajan, Bania or Shah} 
Indeed this could also be shown from the fact that no joint- 
stock bank has y(‘t penetrated into the Indian villages. The 
co-operative societies, of course, are doing good <work, but 
they lie outside the categor/of joint-stock banks.* 

Indigenous Bankers and Indian Joint-stock Banks. The 
next question is as to Ikw the indigenous bankers are linked 
to the Indian joint-stock banks. It is known that the joint- 
stock banks keep an , approved list of indigenous bankers 
with w'hom they transact business, in the form df granting 
cash credits or discounting hundis or the bills drawn by 
traders and endorsed by the bankers. Every banker on the 
list is assigned a certain amount of credit, which is deter- 

' S<‘e abow. p. 135 * Sw above, pp *46 et atq. ^ 

* For dtriailed figures in diflerent years, see Ik'Jow, p. 180. 0 

* The word Shah means a chief w leader and i*» a term in the Punjab for 
a moneylender. Sometunes it is also used by the money lenders for their 
customers. 

* For the part played by the co-operative jvKicties. sec the next chapter. 
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mined by his financial standing and beyond which, as a rule, 
the banks will not discount the paper endorsed by him* In 
practice, this limit is seldom exceeded, because the banker 
usually prefers to invest his own funds and such deposits as 
he may attract from his customers in the small traders* 
htiftdis, rather than endorse the bills and discount them with 
the joint-stock banks. It is only in the busy season, when 
the banker's resources fall short of the accommodation 
desired by the small traders that he seeks the assistance of a 
joint-stock bank. He takes the hundis of his customers, 
after endorsing them, to the bank which readily discounts 
them in accordance with the standing of the banker and the 
stability of the drawer and the drawees. The bank usually 
refuses to accept too many hundis of the same customer, for 
it naturally prefers not to put all its eggs in one basket. 

The hundis may be cither pure finance bills or trade bills, 
the latter being against some produce or goods. The banks 
which discount the hundis for an indigenous banker always 
prefer to have trade bills, since the security is better. In both 
cases, the direct security is only personal, no documents being 
received along with a trade bill, but the latter inspires more 
confidence, because it has behind it actual goods which can 
be sold and money thereby realised, while the former has no 
such backing. 

Furthermore the joint-stock banks do not take the hundis 
direct from the small traders without the indigenous bankers' 
endorsement, because in that case the hundis would have 
behind them only the personal security of the traders and it 
would therefore be taking risks for which the banks are not 
prepared. With these precautions the Indian joint-stock 
bjmks find^uch business to be quite safe. 

' Imdigenous Bankers and Imperial Bank of India, Coming 
to the relations of the Imperial Bank of India with the indi- 
genous bankers, they are, in the words of the managing 
Governors of the Bank, * confined to granting facilities for 
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remittance and financing him by discounting or rediscounting 
his bills and granting him advances in other ways/ ^ 

Loans to Indigenous Bankers, llie last provision is 
specially taken advantage of by the NaUnkotiai Chetth, 
They have a representative of their conAnunity in the person 
of Sir Muthia Ct. Chettiar, son of Chidambaram Chettiar, 
banker, who was Sheriff of Madras in 1921-22. He acts as 
a liaison officer between the Imperial Bank*s branch vi Madras 
(formerly the Madras Presidency Bank) and the Chettis. His 
business is to arrange loans from the bank and forw^ard the 
money to Sivaganga, putting an extra J per cent, on the 
interest charged. From Sivaganga the funds are distributed 
among the Naitukottai Chettis who may be said to have the 
finance of the rice crops of eastern India almost wholly in 
their hands. 

Remittance Facilities to Indigenous Bankers, At the same 
tim^, as already |X)intcd out, the bank utili.ses its large 
Government resources for the transfer of funds from one 
office to another to assist its constituents by purchasing their 
demand hundis or issuing and paying demand drafts and 
telegraphic transfers.* • 

That the Imperial Bank ffrom the very beginning made 
some efforts to attract dome.stic bills through brokers, and 
thereby excited the jealousy of other joint-stock banks, 
apjxrars from the following letter, dated X5th November, 
1924, which was received by the Allahabad Bank, Ltd., from 
their Madras branch and which was quoted before the Royal 
Currency Commission of 1926 by Mr, A. Bowie, Director of 
that Bank, by way of a complaint against the Imperial 
Bank, * Money is in full demand. The Imperial Bank of 
India have already contracted with the big business firms of 

* letter from the Managing Governors of the Imperial Tiank of Iti^a to 
Government of India, 27th April, ifjfib{Lef;islat%ve A ssembly of IndtU Debates, 
Hepoft, 3isit January, 1^27, vol. i. p. 233). 

* For the statistics see alx»ve, p. 171. No se[?arate statistics relating to 
indigenous bankers are available. 

J.B.l. 
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this place to purchase their demand hundis on Bombay and 
Calcutta to the extent of 23 lakhs for a period of four months, 
at one anna six pies per cent, through brokers/ * This, 
according to Mr, Bowie, was a rate at which the joint-stock 
banks could not prohtably undertake to do business. Out 
of the total discount charge of one anna six pies per cent., 
three pies were for the broker, and a joint-stock bank had to 
pay per cent, to get their funds back to Hathras. Assum- 
ing that it took a w'eek to turn the money round — and it did 
not take less time — i.e. to pay out money for the hundis at 
Hathras, send them on to their destination and collect them 
and bring the money back, this gave a net return of about 
three per cent. This figure was not only interest on the 
funds invested, but had also to cover the bank establishment 
charges. And it was for a period when money was most 
in demand, the tight money sc^ason of the year — November^ 
December, January, February and March. Mr. Bowie 
pointed out that the Imjxjrial Bank thus cut down di.scount 
rates in a manner hurtful to his bank. Asked as to whether 
that was a usual state of affairs in places other than Hathras, 
he replied«that in other offices it was a question of direct 
interest rates. * Our rate is Something like 7! and the 
Imperial Bank offers to do the business at the bank rate — 
5 per cent/ * 

Discounting of Indigenous Bills, Finally we come to the 
discounting of indigenous bills or himdis by the Imperial 
Bank of India. In times of financial stringency the indi- 
genous banker approaches the Imperial Bank for re-discount- 
ing hufidis with its branches by endorsing his name on them. 
Such endorsement by the banker is essential before the hundis 
can be re-discounted because, under the Act, the Imperial 
Bank of India cannot discount a trade bill unless it is 
endorsed by two independent persons. 

^ BoytU Cwrftncy Cpmmisston, 1926, Minutes of Evidence, vol. v, p. 93. 

» /b$d. 
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In order to appreciate what the Imperial Bank does in 
the matter of discounting kundis, account must be taken of 
the emergency currency system, which has a close hearing on 
the subject. With a \'icw to providing additional currency 
for purposes of trade in busy seasons, the Government is 
authorized, under Section 20 of Act X of U )2 ] (amended in 
1924) to advance emergency currency up to 12 crores of 
rupees to the Imperial Bank of India, provided the bank 
holds against it self-liquidating hundis or trade bills. This 
is what the Hon. Sir Basil P. Blackett, Finance Member of 
India, observes in regard to the working of the system, * In 
Indian conditions as they are at present it has been found 
extraordinarily difficult to provide even the maximum of 
12 crores of self-li(]uidating hundis reejuired for the working 
of the emergency currency system. Broadly speaking, they 
Mo not exist. The Imperial Bant had, I believe, to put some 
pressure on their clients to convert cash-credits into hundis 
in order that they might have self liquidating hundis to put 
up as a cover against wliat the Imperial Bank was borrowing 
from the paper currency reserve.' ^ 

One obvious reason for the difficulty in utilising the 
facilities thus provided is the high rate of interest charge^d in 
the emergency issue. Originally the rate of interest which 
the Imperial Bank was to pay to the Government was fixed 
at 8 per cent, per annum. With the amendment of the 
Indian Currency Act during 1923-24 the minimum rate w^is 
reduced to 6 per cent. The total amount of 'emergency 
currency issued to the Bank at any time was to bear interest 
at the current bank rate subject to a minimum of 6 per cent, 
for the first four crores, 7 per cent, for the second, and 8 j>er 
cent, for the third four crores. * 

After the experience gained during the spring of 
when there was an unusual demand for additional currency, 
the scale was further revised in the following September, and 

* RoytU Currency Cemmusion, 1926. Minutes of Evidence, vol. iv. p. 24. 
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the rate was fixed at 6 per cent, for the first four crores and 
7 per cent, for the next eight. ^ 

Statement showing the loans taken by the Imf^erial Bank 
FROM Currency ' against the security of self-liqui- 
dating HUNDIS OR INTERNAL TRADE BILLS (UNDER SfX. 20 
OF Act X. of 1923, amended 1923-24).* 


• 

Date. 

l.2>ans taken 
(Crores of 
Kupees). 

Bank Kate 
per cent. 

1 0th March, 1922 - - i 

2 

8 

20th April, 1923 - - I 

2 

8 

19th December, 1923 

4 f 

6 

28th December, 1923 - | 

4 ^ 

7 

8th Februaiy, 1924 - 

I 

8 

13th Febniaty, 1924 - 

I 

8 

15th Februar>\ 1924 - 

2 

9 

23rd DecenilxT, 1924 

'> 

6 

1 6th January, 1925 - 

2 

6 

6th February, 1925 - 

2 


18th February, 1925 - 

2 

1 

March, 1927 

1 

: 7 


In spite of the alterations in the interest rales, the amount 
of genuine hundis which the Imperial Bank gets in the busy 
season does not usually exceed K. 4 or 5 crores.* Hence the 
bank’s policy, to which Sir Basil Blackett alludes, of per- 
suading its customers to convert casTi credits into hundis. 
A word^of explanation may be offered about this conversion. 

' For further details on the subject see Royed Ctifnncy Corwmmiaw, 1926, 
Minutes of Evidence, vol ii. pp. 21 H seq. 

• Royai CtirrfHcy Cammisshrn, 1926, Minutc-S of Evidence, vol. ii. p. 35. 
No Imns were taken in 1926. The figures of 1927 are Utken from the 
RrpQft of (h€ CoftiroUer 0/ iht Currrncv /i}r 1926-27. p, 17. 

• The |Jftlance Sheet of the Imperial l^nk of India for the week ending 
and March, 192S, shows that the inland bills discounted and purchased 
amount to K. 15 crores and the loan from the paper currency reserve against 
kundu to K. 8 crores. it is to In? regretted that figures for usance hundis 
discounted arc not given separately from the demand ^wfidis purchased, 
ami we are left in doubt as to the recent tendency. 
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It had been an old and popular practice with the Presidency 
banks, and latterly with the Imi>erial Bank, to finance 
industrial concerns by griinting casli credits on the security 
of goods which are either in the process of manufacture or 
ready for sale. An illustration of thfs system has already 
been given in describing the financing of the cotton mills of 
Indore.* The Imperial Bank j>ersuacies its customers to 
draw bills against these goods in the course of manufacture 
and have them discounted in place of the cash credits ordi- 
narily allowed. Industrial advances thus take the shape 
of hundis instead of cash credits. These manufactured bills, 
in the opinion of Mr, A. C. MeWatters, Financial Secretary 
to the Government of India, ‘do not in any way corresjx>nd 
to the self-retiring bills which form the basis of the h'ederal 
Reserve note system of America on the analogy of which the 
^provisions in regard to seasorud currency liave been intro- 
duced in India.’ ^ On the other hand, Mr. Norman Murray 
Joint-Managing (Governor of the Imperial Bank, gave the 
following evidence before the last Royal Commission on 
Indian Currency. ‘ I consider that the l>usiness which is 
behind these advances is* the business which d<)%*i create the 
true seasonal demand and* that the advances do gradually 
liquidate themselves. Take*, for instance, jute. The 
advances are granted in the early part of the year and 
gradually run off as the stocks are manufactured tow'ards 
July w'hen they are liquidated.’ ^ 

The extent of these ca.sh credits or industrial advances 
will appear from the statistics given on p, 182. 

Having seen what the Imperial Bank docs in the matter 
of discounting internal trade bills, the question as to w'hy 
the business is not larger than it is can only b^ answered in 

one way. Trade bills are not available in larger numbers. 

• 

* Sec above, pp. 46 ei seq. 

* fioyal Curi^tncy C<nHmisst<i>n. 1926, Minutes of Evidence, voL ti, p. 21. 

* /bid, voi. iv. p. 472. 
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Imperial Bank Advances to Purely Industrial 
Concerns.* 

(In I^khs of Rupees.) 



• Indian. 

European. 

Total. 

Bengal - 

- 

- 

374 

574 

948 

Bombay - 

- 

- 

8'5<) 

•65 

9*15 

Madras ' 

- 

- 

■90 

1 31 

2*21 




1 1314 

770 

20 84 


The main reasons are twofold. Firstly, the existing methods 
of internal trade do not give much scope for trade bills to be 
drawn and sold in villages. Secondly, the people who are 
in a {>osition to draw them are not trained in their creation 
and discounting. Suggestions for the dev^clopment of indi-^ 
genous bills will be discussed in the last chapter. ^ 

Indigenous Bankers and Clearing Houses, No indigenous 
banking firm, it will be of interest to notice, is a member of 
the clearing-houses in India, because, according to the 
Managing Governors of the Imperial Bank, the volume of 
cheques which passes through ' the hands of indigenous 
bankers is not large enough to qualify them for admission. 
It is rarely that cheques are drawn uj>on them and they do 
not, as a rule, keep large cash balances to satisfy promptly 
the demands that may be made. The managing Governors 
observe that such parties may desire to belong to the 
Clearing House to enjoy the prestige such membership con- 
fers, but we would mention that there are many banks of 
the highest standing in London who are not members of the 
Clearing House.* * 

Cka^ues of Indigenous Bankers Up-country. From the 

» U&yal Cwmney Commission, 1926. Minutes of Evidence, vol. iv. p. 478. 

* u/n/iif# jlssemMy of India DobaSes, 31st January, 1927, voT t. 

p- m 
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same correspondence it appears that the number of clieques 
drawn on private banking firms u{>-country is very small. 
Such cheques when drawn on any centre are usually collected 
by a branch of the Imperial Bank or a joint-stock bank, if 
such an institution exists at that place* or else they are paid 
by the drawees either by cheques on a clearing bank or by 
cash. 

Degree of Contact hetufeen Indigenous and JmnCsiock 
Banking. Having described the manner in which indigenous 
banking is connected with joint-stock banking, we must now 
consider how in recent years the rates ruling in the one have 
agreed with those in the other. For this purpose it is best 
to take the Bombay bazaar rate * and the Im{>erial Bank 
hundi rate from 1921 onwards. The diagram facing p* 184 
illustrates the movements. 

The first thing that meets thd eye is the remarkable simi- 
larly in the general appearance of both the curves — the 
one representing the Bombay bazaar rate and the other the 
Imperial Bank Hundi rate. But the fluctuations in the 
bazaar rate seem to be more frequent and greater in magni- 
tude than is the case with the bank hundi rate, showing how 
sensitive the bazaar is to the seasonal variations in demand 
for funds. But since 1925 there is a perceptible reduction 
in both the magnitude and frequency of fluctuations in the 
bazaar rate which indicates easier conditions in the bazaar. 
Whether and in w'hat. degree this is due to a fall in the Indian 
export trade or to an increasing accommoda^tion to the 
bazaar by the Imperial Bank, or to the possible flow of 
foreign capital, it is difficult to determine. But tliere is 
another point in the diagram that calls for notice in this 
connection, ^ 

The position of the curve representing the bazaar r^te is 
at every point above that representing the bank hilndi rate, 

‘ The Calcutta baiaar rate follows generally the same trend a» the Ik>mbay 
basaar rate. See above, p. 9S. 
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That the bazaar ra^ should be higher than the bank fmndi 
rate by i or a per cent, is only to be expected, but for the 
former to be 9J and 13J per cent, when the latter was 5 and 
9I per cent, respectively, in 1922 and 1923, is significant. 
The diflference between the two rates of about 5 per cent, 
may be seen to be the case in almost eadi year, but, if we 
examine the curve with care two new tendencies since 1925 
can be observed. In the first place, the maximum height 
of both rates apj>ears to be falling, which again is an indica- 
tion of increasing e;ise in the money-market. In the second 
place — a fact which appears much less clearly but is much 
more important — the two curves slum a very slight tendency 
during 1926-27 to approach each other more closely. If 
this approximation is not accidental, it may be said to herald 
real and close agreement l>etween the two rates in the future. 
At present, however, we cannot speak in this matter witlr 
the voice of certainty. Caution is all the more neces.sary 
l>ecause the diagram, if closely studied, reveals the fact that 
the fluctuations in the bazaar rate either coincide with or 
are followed— not preceded — by similar fluctuations in the 
bank hundrmie. As things are, the bazaar rate is an index 
of conditions in the indigenous money-market and a signal 
of the direction in which the bank hundi rate is going to 
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CHAPTER VII 

DEFECTS OF INDIGENOUS BANKING 

I. MAIN DEKKCTS. 

Money-lending and its Evils. Having examined its work- 
ing, we may now sum up the main defects of indigenous 
banking. The first tiling which is brought out by the fore- 
going analysis is that the present system of indigenous bank- 
ing hardly constitutes ' banking ' as it is understood in the 
^nodern monetary world. Indigenous banking in India has 
comparatively little of deposit and discount business, or 
dealing in other people's money, which is the unfailing 
characteristic of modern ' banking/ On the other hand, 
indigenous banking is largely the lending out of one's own 
money. In other words, it is mostly ‘ money-lending/ 

This money-lending business itself has several unfortunate 
concomitants, such as usurious rates of interest, comjx)und 
interest piling up to any extent, dishonest dealings on the 
part of money-lenders, uneconomic methods of l>orrowing for 
unproductive uses — all contributing to the misery and help- 
lessness of the debtors, on the one hand, and resuiting in the 
abuse and calumny of the creditors, on the other hand. 

Lack of Deposit Banking. The evils of money-lending are 
largely due to the fact that the system of indigenous banking 
does not attract deposits to any considerable extent. This 
lack of deposit banking, in India, has had serious resul^ts in 
another direction. The national savings of the couhtry, in 
place of being conserved together as bank deik>sits and made 
available for developing the natural resources of the country, 

^^5 
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lie useless as hoards buried underground, or in the shape of 
ornaments or jewellery. 

A bsence of Discotint Market, Another unfortunate feature 
of indigenous banking is that relating to the absence of a 
discount market. We have seen how the discounting of 
hundis plays only a small part, as compared with the use of 
cash in financing the trade and industry of the country. The 
transfer and re-transfer of large amounts of currency from 
one centre to another is an antiquated method of finance 
which involves much expense and trouble. But it has a 
more serious aspect. The small use which is made of hundts 
or internal bills of exchange means the absence of a most 
effective means of connecting the indigenous to the joint- 
stock banking. 

Lack of Organization and Effective Leadership. This brings 
us to the second main defect of the indigenous banking 
system wdiich is that it neither controls nor is controlled by 
the joint-stock banking system in the country. There is 
no regular liaison between the tw'o systems and therefore no 
effective leadership in the Indian money-market. The indi- 
genous bankers work practically as individual units, there is 
no team work under one central authority. In busy seasons, 
no doubt, the indigenous bankers take advantage of the 
accommodation wdiich the joint-stock banks are prepared 
to grant, but for the most part the bazaar rates are not 
determined by the bank hundi rates. So that there exist 
side by side practically two money-markets with tw^o sets of 
rates, where there might w^ell be only one. This is perhaps 
the weakest feature of the Indian money-market, and one 
which must be remedied in any sound banking system which 
may be evolved. 

One serious result of the lack of a unified credit system is 
that relating to the bank reser\^es of the country. At 
present, these reserves, such as they are, are widely scattered 
among a large number of small credit institutions, such as 
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the indigenous bankers and a small number of joint-stock 
banks. It is not necessary for the indigenous bankers to 
keep much reserve, because their deposit business, and the 
consequent liability to meet the claims of their clients is not 
large. But as in the slack season they* prefer keeping funds 
idle to depositing them with joint-stock banks, and in the 
busy season are forced to borrow from the latter, the result 
is that they have unduly large reserves at one thne and 
almost none at another. The joint-stock banks, on the other 
hand, have to maintain their rescTves at a high level, because 
owing to the absence of a Central Bank re.serve in times of 
danger they have to rely on their own reserves. Thus in 
both cases the bank reserves tend to be unduly large and 
some funds are kept idle which could otherw'ise be profit- 
ably employed. 

At the same time, as these reserves are widely scattered 
overMhe country and there is no effective correlation, it is 
not easy to move them from a centre where they are in excess 
to a centre where they are in demand. In other words, the 
bank reserves are scattered and immobile. 

2. ATTllMFl^S AT HICFOKM. 

(/I) Legislative, 

The defects having been stated, two questions must now 
be answered. What has been done already by way of 
reform and what remains to be done ? Let us review the 
existing remedial measures and the principles tmderlying 
them and let us in each case examine the success or failure 
of such measures with a view to investigating the possi- 
bilities of improvement in the same or in new directions. 

One of the methods adopted for the improven^nt of indi- 
genous banking is that of State legislation. At prejent, 
several Acts are on the Statute Book designed to fight the 
evils of the system. 

The Deccan AgticuUuriUs* Relief Act XVII of 1879. 
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first important l^islative attempt designed to lighten the 
agriculturists’ burden is the Deccan Agriculturists' Relief Act 
of 1879. By that Act the courts are empowered to go into 
the history of a credit transaction, to set aside such agree- 
ments as appear to them to be unjust and to grant such 
relief to the borrowers by way of reducing the rates of interest, 
or of allowing the repayment of debt by instalments, as the 
courts lAay deem fit. Facilities are also given to the debtors 
for taking advantage of insolvency proceedings. The Act 
is not applicable outside the Bombay Presidency, although 
the suggestion is often made that it might be extended to 
other parts of India. 

In practice this Act suffers from two drawbacks, b'irstly, 
it is liable to be evaded by the creditors. Secondly, it 
places a temptation in the w'ay of borrowers to evade repay- 
ment of debt by seeking ref'uge under insolvency proceedings^ 

Loans Acts. The next step taken by the Governmei\t of 
the country was to devise plans to give financial aid to agri- 
culturists for the purpose of improving the productivity of 
their land by such means as irrigation projects, or for the 
purchasing of seeds and implemertts. With this end in view 
two Acts called the Land Improvement Loans Act XIX of 
1883 and Agricultural Loans Act XII of 1884 were passttd. 

State loans, called Taccavi, at from 3 to 6J i>er cent, of 
interest, usually 6^ per cent., have ever since been granted 
from time to time in various provinces. They have often 
been a great relief to the poverty-stricken agriculturists. 
They are most beneficial in times of famine. Their amounts 
must, however, necessarily be limited. They cannot be 
expected to be adequate, nor can they, even to any appre- 
ciable ext€!,nt, be expected to meet the large agricultural 
capital needs of the country. 

Apart from the question of amount, the system of State 
loans is open to two serious objections. Firstly, from the 
j^andpoint of administration it is inelastic and difficult to 
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supervise. No executive authority in a district, howsoever 
able, can discharge satisfactorily the duties — which properly 
belong to specialised credit institutions — of financing the 
agricultural improvements of the area under its jurisdiction. 
In India complaints are heard of misappropriation by the 
petty officials through whom advances are made both at the 
time of giving the loans and when recoveries are made. 
Secondly, the system of State aid to a cultivator* or to a 
group of cultivators comes as a windfall and discourages 
thrift and mutual self-help, without which no improvement 
over the existing conditions is possible. 

* Taccavi* best administered through Co-operation Agencies, 
The system of Taccavi, therefore. d(x^s more harm than good, 
in cases where lK)rrowers are driven to seek help from the 
money-lenders, owning to the occasional abuses in the distri- 
^bution or collection of the loans* or to the rigidity in their 
recoVery. State aid in the fonns of loans can, however, be 
more beneficial if given through the agency of the co-operative 
banks in place of the Government district officers. Thi.s is 
now being done in several provinces. 

Land Alienation Acts, • Then we find a series of Acts 
passed by the Government* with a view to preventing the 
transfer of land from the agriculturists to the money-lenders 
— a feature which, as already noticed, is an undesirable but 
inevitable consequence of usurious rates of interest and other 
evils of that kind. 

Punjab Land Alienation Act, 1900. The first of these land 
alienation Acts passed by the Government of India in Kjoo 
was applied to the Punjab and w^as amended by the Punjab 
Legislative Council in 1907. 

Bofnbay, 1901. Similarly the Land Alienatjpns Act for 
restricting the transfer of land was passed by the Bojnbay 
Council in 1901. 

Bundelkhund, 1903. A similar Act was passed for Bundel- 
khand, i,e, the Jhansi division and parts of Allahabad, 
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Etawah and Mirzapur districts in United Provinces, in 
1903. 

Agricultural Castes, For the working of these Acts, the 
Government has declared certain communities to be castes 
engaged in agriculture and land can be transferred freely 
only among the members of such castes. 

Two divergent opinions are held on the utility of these 
Land Adenation Acts. But there is no difference of opinion 
in certain matters which have led to the passing of the Acts. 
All are agreed on the question that in rural India the money- 
lender is in such a powerful position that he can almost 
dictate and get his own terms. No one doubts the fact that 
the agriculturist is helpless and is often obliged to part with 
his last resource, i.e. his plot of land, in order to secure a fresh 
loan or to redeem an old one. That land has been passing 
from the hands of agriculturists to money-lenders is not 
disputed. 

It was with a view to prevent sudi a transfer and to protect 
the cultivator from ruin that these Acts were passed. But 
is the cultivvitor protected ? The question has given rise to 
a controw*sy and is answered in tw-o different ways. Here 
again we are confronted with the paucity of statistics and 
are therefore unable to arrive at a precise conclusion based 
on data which cannot be questioned. With a view to 
examining the desirability of enacting similar legislation in 
other parts of the United Provinces than Bundelkhand, 
where the ^Act has hem in operation ever since 1903, the 
Government of that province had in 1911 collected some 
statistics which at that time * seemed to show that there w'as 
not a sufficient case for taking legislative action.’ ^ At the 
present tim^ the Royal Agricultural Commission is going into 
the ^hole question. 

Judged, however, from the standpoint of purely economic 

* Hon, Sir Samuel O'Donneirs speech. UnUed I^ovinc^is Legislative 
Council Debates, OfBcial Heport, vol. xxix. p. 78 (7th April, 1926). 
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laws, the answer seems to be obvious. If the cultivator or 
agriculturist has still to contract loans ; if he must still sell 
his plot of land to get or redeem the loans, and there is 
nothing in the Act to alter these conditions in favour of the 
cultivator, and, on the other hand, if, by the Act, the freedom 
of sale of the land is restricted to certain classes which are 
declared agricultural, the question admits of only one answer. 
The causes for securing loans being still in ojXTafion, the 
necessity of selling land being still there, and the number of 
likely purchasers being reduced, the cultivator gets for his 
land a lower price than he would otherwise have done, and 
the burden of debt, so far from being reduced, is thereby 
increased. 

The Land Alienation Acts have saved the cultivator from 
the old non-agriculturist money-lenders, but. at the same 
Mime they have acted as douf)Ie-edged weajwns and have 
resuked in tlie sotting up of usurious money-lenders among 
well-to-do zamindars. The creation of a new agriculturist 
caste like the existing old castes is far from conducive to the 
economic interests of the country. It is arbitrary and 
artificial ; it runs counter to the economic freoilom of the 
people. 

Usurious Loans Act of 1918. We now come to a measure 
directed against the w^ell-knowm and pernicious evil of 
usurious rates of interest. Now what the State can do is to 
enact that loans abewe a certain rate of interest shall be 
prohibited and punished as a matter of law, Ixit what it 
cannot do is to prevent ixjople from paying and receiving 
such rates as a matter of fact. The Usurious Loans Act was 
passed in India in 1918 * and it is on the Statute Book to this 
day. Loans on usurious rates of interest have gone on, 
however, in spite of that Act. Sometimes such Acts have 
caused even greater harm than good. What happ<med in 

‘ Tb^%ct was slightly amended in 1926 so as to enable the debtors to 
initiate litigation and to apply to loans for 12 years tn place of 6. Council 
of State Debates, Official Re|X)rt, vol. viii. pp, 138-9 August, 192b). 
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England in the early nineteenth century has been taking 
place in India in the present century. ' A man in distress 
pays more interest owing to the usury laws than he would do, 
if no such law existed, because now he is obliged to go to 
some of the disreputable moneylenders to borrow, as he 
knows the respectable money-lender will not break the laws 
of his country. The disreputable money-lender knows that 
he has the ordinary risk of his debtor to incur in lending his 
money, and he has further to encounter the |f>enalty of the law, 
for both of which risks the borrower must pay/ ^ In order 
to evade the law the money-lenders sometimes get new bonds 
executed, just before the time of the suit, for an amount 
which apjx^ars as principal, but is really made up of principal 
plus usurious interest. The enactment of legislation against 
usury may exercise a restraining influence and be beneficial 
within limits, but it cannof eradicate the evils. 

The Punjab Regulation of Accounts Bill, 1926. Thf last 
of the series of legislative measures undertaken with a view 
to eradicating the evils of indigenotjs banking deals with 
dishonest trans;ictions on the part of private bankers. The 
question Ikis a history extending over several years. On the 
5th March, 1923, Mian Ahmad Var Khan asked the following 
question in the Punjab Legislative Council : Will the 

Government be pleased to devise suitable preventive measures 
to the effect that no trans<iction by which a money-lender 
takes advantage of a zamindars illitt^racy, by writing in his 
hundi * a fcigher sum than the sum actually lent, or writing 
less receipts than actually received or chtirging higher rates 
on the lent articles and lower rates on received articles than 
the existing market value, shall be valid unless made before a 
responsible |>erson or body (i.e. ziladar, lambardar or village 
panckayat) ? The Hon'ble Sardar Bahadur Sirdar Sunder 

* Extrj^ct from the of ihe Commitiet on thg l/sury Laws laid before 

the lioxsm of Commons in 181S, 

• A teTm used in the l^njab for a promissory note. 
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Singh replied, * Government do not contemplate the intro- 
duction of legislation on the lines indicated/ * 

In the same council, on the i8th November^ 19241 Mir 
MaqlxK)! Mahmood moved a Bill called tKe Money-lenders* 
Registration Bill which was circulated to elicit public opinion,* 
The object of the Bill was to secure the registration of money- 
lenders' names and to comj>eI them to maintain regular 
books of account by pt^nalising their failure to do %o. The 
Hon’ble Sir John Maynard on behalf of the Government 
pointed out that the rural borrowers needed every year for 
agriculture 10 to 12 crores of rujx’cs of which only one-tenth 
was supplied by credit societies/'* Therefore the money- 
lenders who supplied about 10 crores w'ere indis{x;nsable to 
rural economy. It was true that the accounts kept by them 
were irregular and unsatisfactory, but the pro{>osed Act 
would have two consequences,* in the first place the law 
woiid be evaded and, secondly, amateur moneydenciers or 
zamindars would be driven out of business— both of wirich 
results were undesirable. The bill w^as ultimately dropixxl. 
but not the idea that legislation is an effective means of 
stopping such malpractices. 

In the following year thc^same honourable member intro- 
duced, in the same council, another bill entitled the Punjab 
Money Lenders Bill, which required every money-lender in 
the Punjab to keep regular accounts in the prescribed form 
and to supply the Iwrower with an itemiscKl memorandum 
of each of the transactions, and also a six-montljly account. 
The bill was referred to a Select Committee, and on its 
emergence from it gave rise to a long and heated discussion 


* The Punjab Legislath-e Coumtt Debates, OiTicial Report, voL tv. p. 951 
(5th March, 1923). 

* Ibid, vol. vii. p. 507 (iSth November, 1924). 

* Mdd. vol. viii. p. 1769 (1 2th December, 1925). The figures relate to 
the Punjab. 

K 
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in the provincial council.^ Tlie supporters of the bill claimed 
that several important benefits would accrue from its enact- 
ment. The proposed piece of legislation, according to them, 
though not intended to abolish money-lending, would 
restrict it to better hetnds and to regular methods. The bill 
did not ask the lenders to stop their business, but what it did 
ask them to do was to keep proper and regular entries of the 
transactions in their account books, and to supply certain 
information in regard to them to the borrowers. This, in the 
opinion of the mover of the l?ill, involved no hardship to the 
lender but gave effec tive protection to the borrowers in three 
ways. First, in regard to the Usurious I, cans Act ; the object 
of that Act was to ern|>ower courts to re-oj>en certain loan 
transactions betwa^en borrowers and lenders, and to grant 
to the former relief from excessive interest. But we have 
seen liow the Act was evaded by soim^ money-lenders who,^ 
before going to the court, got new bonds executed wit^iout 
any reference to old documents, describing the wvhole amount 
as principal. The court fouud it.self unable to help the 
borrower, because he had nothing to sljow that the new 
amount w^w; really made up of a small sum as principal plus 
piled-up interest If the proiK>j^*d bill became law, it would 
make the Usurious Loans Act operative to the benefit of the 
debtor, by rec|uiring the creditor to keep regular accounts, 
and to .submit six-monthiv statements tliereof to his customer. 
In the second place, the receipt of sucli {x^riodical accounts 
would serve to remind the borrower of his jxjcuniary position, 
and w’ould act as a spur urging him to make efforts to blotter 
it. The third and most important w^iy in which it was 
claimed that the bill would protect the borrower, was that 
its effect would be to check dishonest money-lenders in their 
improper practices. 

The Opponents of the bill, on the other hand, held that 

• Ttui Pitttfab Legislttlive Counci! Debates, Official Report, I9i6, vol. ix. 
pp. 1178-91. ial 2 - 97 . M«7. «4>9. f547 
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the bill was unnecessary and uncalled for and they denied 
categorically the merits which were claimed for it. 1‘beir 
position was similar to that taken up by Sir John Maynard 
in regard to the Money Lenders* Registration Bill of 1924. 
They felt that the bill placed such undue restrictions on the 
working of indigenous money-lenders and that the penalty 
for failure to keep or produce accounts was so higt^ that it 
would drive the honest {X'ople out of business. As for the 
dishonest peoj)!c, against whom the nuHStire was directed, 
they would still be able to evade tlie law and could, if they 
so willed, continue tlieir fraudulent practices. An additional 
argument used against the !)ill was the illiteracy of some 
money lenders and their inability to keep accounts. If the 
prciposed bill came into operation, sucli illiterate money- 
It nders would have to give up business. 

For days together the legislature of tiic Funjal) discuss<*d 
this ^liorny problem, and at every step there was strong 
opposition to the measure. Ultimately the l)ill was carried 
by a majority of votes under the new title of the ' Ihmjab 
Regulation of Accounts Bill of l>ut it was^disallowed 

by the (iovernor.^ 

The acceptance or rejection of such a measure is of more 
than pnivinrial interest and importance, because the evil 
which it .seeks to remedy, i.e, dishonest dealings on the part 
of money-lenders is prevalent all over the country. The 
probable effects of such legislation therefore deserve careful 
consideration to enable us to see whether or not^the action 
taken in the Punjab is a wise one, with a view to dctemiining 
a sound policy for other parts of the countr>^ In this con- 
nection we must address ourselves to three relevant ques- 
tions. How will such a measure, if adoped, ofcviiic upon 
the honest money-lenders ? How will it act upon ihtf dis- 

* statement made by Sir G. dc Montinorem y* Mctrd>er 

of th!(rt*unjab. on 2 3rd November, 1927. it apjX’ars that the draft of a new 
Money -k-ndenj’ Hill h being prepared by the Ciovernment {lh€ Punjab 
Ltgtsialne Council iHbalu, vol. x. p. 1270). 
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honest money-lenders ? will be the net value of its 

operation ? 

Taking the first question first, we may divide the honest 
money-lenders into ^hree classes, firstly those wdio keep 
accounts, secondly those who do not keep accounts but know 
how^ to do so, and thirdly those who do not know how to keep 
accountij. Now obviously an Act which requires money- 
lendtTS to keep regular accounts in a prescribed manner will 
mean a death-knell to the last class which, owing to its illi- 
teracy, is unable to keep any accounts. Among this un- 
fortunate class are many Indian widows for whom the 
business of pawning is often their only means of livelihood. 
The remedy for this lies in the better education of women. 
As regards the first two classes, viz., those who keep accounts 
and those who do not keep^accoimts btit know how to do so, 
the operation of the measure cannot be said to cause any real* 
hardship, but some money-lenders may find it difficiflt to 
keep accounts in a different manner from what they have 
been used to, or to keep accounts of transactions which they 
never did before. It therefore ap{>ears tliat such a measure 
in its operation may lx? seen to have the effect of driving some 
honest money-lenders out of busitiess. But this does not 
very much matter, if at the same time the legislation under 
examination has also the effect of counteracting di.shonesty 
and irregularity in accounts and thereby of saving a large 
luunlH^r of helpless borrowers from ffaud and con.sequential 
ruin and misery. 

This brings us to the second question. How will such a 
measure ojK*rate upon dishonest money-lenders ? The 
Punjab Bill makes the omission to keep regular accounts or 
to submit JTx-monthly statements of accounts to borrowers, 
or tt> give copies of them on demand, severely punishable. 
But if a borrower who is in serious need of a loan, say of 
R. 100 for his daughter’s w^edding. goes to a money-lender, 
what is there to prevent the latter from granting the accom- 
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modation only on the condition that the former agrees to be 
debited for twice the sum of the loan actually taken, i.r. for 
R. 200 in place of K. 100 ? The lx)rrower, having no 
security to offer, and being in pressing need of an unpro- 
ductive loan may be driven to accepting such terms. The 
borrower may still Ik' as badly off after the enactment of the 
Bill as before it. Ibit there will be one difference. While 
in the absence of such a measure t>n the Statute Book^, his debt 
might have gone on without his knowledge, now he will know 
the sacrifice he may be called upon to make in contracting a 
particular loan. Important us this difference is, it loses 
much of its force in the cast* of a borrower steeped in ignorance 
and uneconomic custom and habits. I hus the legal enact- 
merit conceived with the best of intentions may succeed in 
enforcing the rt‘giilation and maintenance of accounts, while 
failing to purge the system from the possibility of fraud 
\¥e now' come to the third and last question. What will 
be the net value of the ojXTation of such a measure as the 
Punjab Regulation of Accounts Bill, should it come into 
force ? We have seen that in actual practice it wnll tend 
to drive some honest money-lenders out of bufimess. We 
have also seen that though It may make for regular accounts 
and their submission to tlie borrowers every six months or 
whenever demanded by clients willing to pay the postal 
charges, the proposed legislation cannot prevent dishonest 
dealings on tlu* part some money-lenders. Thus the Bill, 
if enacted under Indian conditions of widespread illiteracy 
and ignorance, seems to be of doubtful value. 

The foregoing discussion of the various legislative proposals 
for abolishing the evils of indigenous banking will show that 
legislation is not, as is sometimes wrongly suppos«xl, an 
effective remedy for all kinds of evils connected with banking. 
Banks or bankers cannot be made by a mere Act of Parlia- 
iirtlffT We have noticed the limitations of Government 
legislation as a method of dealing with the problems of indi- 
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genous banking in India. But one might ask the reason of 
these limitations. The answer is simple ; it is because such 
legislation often does not go to the root of the problem. 
What is the root of the problem in the case of indigenous 
banking in India ? It may be stated in the form of a vicious 
circle. Ignorance and uneconomic habits of the people lead 
them to have recourse to loans for unproductive purposes, 
the unproductiveness of such loans results in usurious rates 
of interest, these are the cause of poverty and continuous 
indebtedness on the part of the borrowers, whose standard 
of living is thereby lowered, and this in its turn results in the 
continuance of their original state of ignorance and un* 
economic habits ; and so the circle is completed, and one 
evil necessarily involves the others. What is needed, there- 
fore, is a higher standard of living and it is in the attainment 
of this higher standard that an effecti\*e solution of the evils 
of money-lending must be sought. 

2. ATTEMPTS AT HEl'ORM. 

{//) ( Q-ol>crativt\ 

Tlu? proOv'ding discussion leads to the second remedy 
applied to cure the evils coniA*cted with the indigenous 
banking system of India ; this remedy is based on the 
principle of co-operation. The essence of the co-operative 
movement is the organization of the members into one 
fraternity by ties of common weal and interest, with a view 
to promoting thrift and self-help among themselves and to 
enable them to pool their credit and to minister to the 
financial needs of one another. The meml>ers are their own 
borrowers and lenders. We have seen how Germany, 
France and Italy, until the latter half of the nineteenth 
century, were face to face with the identical problems which 
are opplressing India to-day. The co-operative credit 
sacieties in those countries not only freed the peasant^ii 
the clutch^ of the money-lender, but organised rural credit 
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on a sound basis. The same movement was introduced in 
India in 1904, when the first co-operative credit societies 
Act was passed. The movement in India is thus of recent 
origin and the last Act was passed in 1912. But the idea 
of co-operation is not altogether new to the country The 
principle can be seen at work in the old lila Nidhis or 
Chit Associations of Madras. The members of these Nidhis 
pool their savings by fixed monthly subscriptions. Every 
month lots are drawn, according to which the monthly 
collection is taken by one member, and he is debarred from 
having a second chance until all the members have had 
their turn. 

General Progress. In 1915-16, there ww i9/>73 societies 
with just under one million members, and a working capi- 
tal of about K. 100 millions. In 1925-26, the latest year 
for which figures are available, the number of societies in 
exijtence in the whole of India, including the native States, 
was 80,182, with a membership of over three millions and a 
working capital of K. 576 millions.* The record as revealed 
by the statistics is one of continued progress during the last 
decade. This is clear from the aniu‘xed diagrafn. 

Success in the Punjab Snd Bombay. But what is more 
important than an increase in the number of societies or 
members, or even in the amount of working capital, is to 
consider whether the movement is being run on right and 
proper lines and wiiether it has taken root in the soil and 
what has been its net effect on the economic conditions of 
the people. Judged from this standard different provinces 
show different results. The work done by the co-operative 
credit societies in the Punjab and in Bombay Presidency 

* The figures relate to the financial year ending 31st V'arch, and 

arc taken from Statement ihowtng Pragrus of the Co-operatne Xfopement in 
India, during year 1925-2^, pp. 3. 4 and 5. The figures include *lK>fh credit 
and lion ‘Credit but the latter numt>cred only about 10.000, 

i^t'en if separate figures for the former were given, the pohition would 
remain materially unaltered. 
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has won the admiration of ever>' one who is interested in 
building up the rural credit structure of the country. 

Cmmlidatimi of Holdings. Among other things, what has 
been accomplished in the Punjab, in connection with the 
consolidation of holdings, des<!rves sjKcial mention. It has 
lm*n noticed in a previous chapter how fragmentation of 
holdings constitutes one of the serious causes of agricultural 
indebtedness. In the year ending 31st July, 1927, there 
were 314 consolidation societies in that province and tliey 
succeeded in reducing 45»rh5 blocks of kind to 8.861 in the 
course of one year. The average size of a block increased 
from *85 of an acre to 4*3 acres. The area resrrip|>ed in 
i<) 26'27 was no less than 38,071 acres * Large areas are 
now corning under cultivation which remained lUHailtivated 
in the past ' Rents have ns('n as usiiaL otildurn of ( roj)s 
has increastHl, new land has been cultivated, arul dry land 
brought under irrigation,’ * 

Grain Hanks, A second feature of the Punjab co-ofH rativtf 
movement is afforded by the * Grain lktnks,‘ a s{>e< ia] t vfH* 
of credit societies in whicli thrift dealings are transacted in 
grain. These Grain Hanks or Dkaram Golas, as they are 
called in Bengal, are to be found in Behar and Orissa and 
also in Coorg, besides in the Punjab and Bengal. In the 
Punjab there were as many as nineteen such banks in July, 
1927, and they had a working capital of Rs. 27,9 <h>.^ The 
Grain Banks are meant as an experiment for such backward 
areas where rural economy is entirely in kind, and the jXfOjde 
hardly see coins, much less use them. These grain banks 
may well serve as a means for educating the memlx^rs up to 
the money economy. 

Sociiiies, A third remarkable feature of the 
moven;ieiit in the Punjab is that relating to the registered 
societies of women. In July, 1927, these societies numbered 

^ Hrpmi dn tk* irnttking o/ the in Sk4 Punjab, 

yme ending 31st JiiJy, 1937, Fub. p. aS. 

k ibid. p. , 


» IM, p. 19, 
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seventy-three, of which sixty-seven were for purposes of 
thrift and six were adult scliools. They are mostly in the 
Inhere division. Of course there are many difficulties in the 
way of progress in the matter of women’s stKietics, but 
courage is bound to succeed. It is giatifying to note that 
some women workers have already demonstrated what a 
great asset they can Iw to the country in her tTonornic 
regeneration. ‘ 'Ilu* organixation of a new scKuety in 
Karnal/ writes the Registrar of the co-ojxrative credit 
so<:ieti(*s (in the FHinjab), ‘ w^as entirely due to the argunumis 
of a woman, who convinced the villagers, when tlie Sub- 
insfKvtor had faile^l.* ^ 

As to the iioinbay Presidency, it is the first province in 
India wliich enjoys the distincthm of having its own co- 
opiTative law, under the |xmers conferred by the (tovern- 
ment of India Act. 

Sh^rc Modt^l Syskm. In Sind a ih w system of finance, 
termed the ' Share Mcnlel System/ which was introduced in 
has arnjily justified the exjx-ctations winch wert^- formed 
of it. The system is cpiite simple. Every mernlH^r is 
encourage<l to siibscrilie as many shares of R. to each as 
jxissilie, by paying for each ‘share an instalment of K. 2 fx*r 
year. So that a member wlio can siive and invest R. 20 
per year becomes, at the end of 10 years, the ow'ner of shares 
worth R. 200 and thus builds up some capital of his own. 
lliis has actually hapjxned. * It is a common thing in a 
society of live years’ standing for a small zamtnjar to liold 
Ks, 150 to Ks. 300 and for a hari to hold Ks. 100 to Ks. 150 
in shares. There is thus a volume of real savings, and it is 
easy to see that the meml>ers of societii^s will Imj in a position 
to purchase a substantial amount of Barrage land when the 
opportunity arises/ * ^ 

‘ Off /Af Uf-^rksft^ of iho Co'O$*ttatw0 SmuUei in tk* Punjab, Un the 

3i«t July, i<|37, Pub. 1928, p. 7. 

* JkpifTt on tkf wait king 0 / ths Co^ap^ratim SociUiiS in tki Bombay Pro* 
sukMcy, iar tht ytof ending ji»t March, 1917, p to. 
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As regards urban banking in the Bombay Presidency, the 
movement is distinguished by two s|;)ecial features. The 
first relates to tfie system of granting over drafts against 
deposits at one i>er cent, higher interest than that allowed 
on the de[K>sits. This is acting as an inducement to the 
fKtoplc to de|x^sit tfieir money in the banks. The second 
system ^goe.s by the name of ' forced or compulsory savings.’ 
The idea is that a borrower undertakes to deposit a certain 
sum of money for a number of years at a fairly higli rate of 
compound interest, generally 5| per cent. The principle is 
the same as that adopted in tlie case of ’ Postal Savings 
Certificates/ and the high rale of interest is naturally an 
attraction. 

finance of Industry. What is even more im[K>rtant is the 
inauguration during i<) 20 ' 27 ,bv the Hhusaval People's Bank, 
of a jxdicy of making loans against tlie security of agriculunal 
produce or other gocals. This system of finance is not mew ; 
it is common with the Indian joint stock banks ami has been 
explained in connection wilti the cotton industry * But its 
adoption by a rion-agricultural co-operative credit l>ank is a 
new and pi't)mising feature in the dn-x elopment of co-operativ e 
banking. 

Position in Assam, Ajmer Maruara and i ootg. 

Outside the Punjab and Bombay, however, the story of tlie 
movement is one of varying success. The latest annual 
refwts available up to the time of writing show that the 
expansion of co-operative credit in Bengal/ Assam,* Ajmer 
Marwara/ and C(K>rg ® has been very steady though not 
spectacular. 

Madras. In the Madras IVesidency, the position is not 
unsatis^actorJ^ During the year 1926-27 the exjvansion of 
existing societies showed greater progress than in the previous 

‘ »boN t\ p 

* for th^? ye^r ending 30th 1926. • Ihtd, 31st Miirch, 19^; 

* 30th JwiMf, 1927 * 
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year» which had l>een characterised by the weedingK»ut of a 
number of kul societies. The latest information relates to 
the ap|X)intment towards the end of 1927 of a committee 
under the presidency of Mr. Towns<md. for investigating the 
w^orking of the movement in the whole presidency.* 

Hehar and Orissa. In Behar and Orissa, * 1,004 scHicties 
were registered (luring the* year 1925. against 9(*4 during 
1924, and 129 were litpiidated, against <^2 in the previous year. 
1’he rate of expansion has been .satisfactory, but the heavy 
toll of failure.s i.s regrettable, though tlie ojXTation of dis- 
solving these iLseless societif'S witfi tln^ least possible delay 
is neces.sary to the healtli of the movement as a wliole.’ * 

Vnited Provinces. I he United Provinces. «|uite close to 
the Putjjab, have a different story to relate. There the 
(iovernment appointed a commit tee in September. 1925. 

' to inquire and re[M»rt the reasons why co ojHTative 5 <x:ietie.s 
in Vicious localities have not succeeded better in gaining 
the ccmfidencc and .supiw»rt of the |)eoj>le/ fhe committee, 
after a careful survey of the whole field, canu* to the con- 
clusion (hat. judged by pro|H r standard. * most of the 
primary .Sfuieties of the provinces are a sham.^ * In their 
rrSf»lution on the Oaktlen ( fumnittet 's iej>ort, the (iovern- 
rnent of the l/nited lYovinces state : * 1 his may ajqw'ar to 
be a harsh judgment, but tlie (toverninent on a careful con- 
sideration of the facts adduced by the Committee agree that 
it i.s substantially correct.’ * The report on the w’orking of 
the societies for 1926-27 is an honc^st admission of |)a$t 
failure and a hop<*ful augury for the future, 

Central Provinces, The movement in the Central Pro- 
vinces also seems to have languished, though in Berar it has 

* </■« tht uf iki Ad, tor 

7. p, 4S. * 

* Extract from No, 20^3*1.). Government oi IX luir Qrimik., 

^ rsistry of Education, datc-d loth Aiiffusf, on tlw Hcf^orl of ilit; 

IC Cooperative Societie-s for tlw? year ior5'';i-6,. 

•Extract from the Hriiolution of the Government of t'nited lhovir*cr?» on 

* Kef sort of the Oakden Co-operative Committee. Sept 1926, 
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made satisfactory progress. An idea may be gainetl from 
the following remarks made by the Government of the 
provinces : * The prcKc-ss of weeding out lifeless societies 
was continued and the registration of as many as 232 
societies that ct^^ised to lx? co-operative was cancelled, making 
a total of 1,118 societies cancelleel in the past four years, , , / 
' . , , the percentage of sums overdue to sums outstanding 
works out to fMe5 and 16*2 in Central Provinces and Berar 
res|Kfclively. . . / ^ 

liurmn. For Burma the Registrar of the Co-operative 
Societies strikes the following pessimistic note : 

' . . . I am afraid lliat, generally s[H aking, we shall have 
to give up the idea of successful o|HTa!ion in UppH-r Hunna . . . 

there is no benefit or Siifety in lending too little/' The 
difliculty comes in drawing the line. It may well happKii 
that a new society strikes three bad liarvfsts in su<‘cession, 
and has the greatest difficulty in repaying even its interest , 
Is the bank to finance it again for a fourth tim<\ as if nothing 
had happened ? H it does not, the ineml>ers betake them- 
selves to outside mdueydenders, and these will tiikt^ priority 
in dividingthe s{K)ils of what is sure to he an excellent season. 
If it d<H\s, then it has descended to tlie h vel of spH*culation. . . . 
This is surt.ly the key to out failure in U[)|X‘r Burma . . . 
it u'ill make no important strides till the general public begin 
to realise its value/ ^ On the other hand, town banks and 
similar urban cretlit societies show' good progress. 

AVr//i-BicA/ Frontier Protdnce In the North-West Frontier 
Province, no agricultural banks or co-ujxTative credit 
scKietu^s existed at all until as late as 1925. After the passing 
of the Co-ojH^rative (Tedit Societies Act of steps were 
taken to make a start. The only society which wx>rke<l there 

* Extracts /rom Hrsolutioti No, 3S/t>70'XlV of (io^mimcut of the 

Crntril A|^icuUuraI l>epattmtnt, 13th ja»uar>\ on tlie 

Hrfistrt osw lAwit Ca'^peraitm «..ii Crnirai awdf, 

for the year 1^^35-26, • ^ 

* &H the itf 5tv«rhrs tn Bmma, M tht year 

etaiiag 30th Juoe, 1926, p. 5. Ttie ttalica are mine. 
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for any length of time ceased to exist in 1913- 14, The rural 
population of the Province is orthodox Mahomedan and is 
op}x>s<‘d to the le\y of interx'st or profits on capital. But 
economic pressure at long last proved stronger than a religious 
injunction and the ice was broke n under the able leadership 
of the Registrar, Mr, C. F. Strickland. The movement w^as 
reintroduced into the province in May. 1925, and during the 
year ending 31st July, 1027, there were 27 agricultural 
credit societies and ii non-agricultura! mxiit societies with 
()8i and 77 memlMTs ami K, 50,09(1 and R. 13m554 capital 
resjx"rtive!y.‘ 

Sumpfutry of the Position. The general |>ositi«m of the 
co*oper<itive credit societies may now Iv summed up, It is 
clear that if there are any two provinces in which the founda- 
tions of the movement ait' well and truly laid, they are the 
Punjab and Bombay, while tlie provinces of which this 
rann4>t l)e said are the I'nited Provinces and l/pjKrr Burma 
and perhaps the (entral Provinces- not Berar, In the 
North West Frontier Province, which was for long outside 
tfie m((vement. it is only during the last few years that any 
Ix'ginning has been made. In Bengal, Asstiin, Ajmer 
Marwara, Coorg and Madras the success of the movement 
may Ix' n*garded as average. Now if it Ik* asked whether the 
cO“OjxTative movement has iui<l a beneficial effect on the 
economic life of the country, the answer is certainly in the 
affirmative. No one who has visited villages in the Punjab 
or Bombay can fail to be struck by the irnprovejnent whicli 
the co»o[)erative s<k ieties have brought about in the economic 
conditions of their members. But if it lx* asked whether 
the societies have succeeded in destroying the monopnily of 
the indigenous money-lenders, the answer is in the negative. 
Of course, in some parts, rates of interest haixt tended to 

decline, and here and there, notably in the Punjafc and 

• 

’ Refmt m th4 0/ lib Soailtis. tn Iks 

ffmhsr Pfm^nss, up to 3xst July, i^zy, p. a. 
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Bombay, it is noticeable that some money-lenders have 
either given up their profession or changed their methods* 
But on the whole the money-lenders are still the masters of 
the situation. Judging from a comparison of the total 
working capital of the co oixTative societies with the esti- 
mated total indebtedness to the money-lenders the co- 
ojxTative movement as yet covers only a comparatively 
small part of India. 

The entire block represents the total 
private indebtedness taken at R. ^socrores. 
'The shaded portion represents the total 
working capital of the co operative societies 
of all kinds R. 58 crores in if>25 -2b 
( ausfs of Slow Prof^ress. This leads to 
the important question as to why the move- 
ment has not made more jn ogress in India? 
The fact that the same movement should 
have succeeded in all western countries, in 
Japan, and to an appreciable extent in at 
least two big prov inces of India, rules out 
Ixyond doubt the pro|x>sition that the 
movement is of* doubtful utijity in itself, or 
that it is capable of yielding no good results 
in India. The right explanation must 
therefore be sought in the examination of its working both 
where it has failed, and where it has succeeded. 

A little reflection will show that one thing which is vvcxfully 
lacking in India, but exists in the western countries which 
have reaped benefit from the movement, and which co- 
operation assumes from the very lx»ginning, is an alJ-round 
literacy among its members. When all, or almost all the 
members of the societies, are illiterate and unable to grasp 
and appreciate the meaning of co-opcTation as quickly and 
effectively as they w^ould otherwise do, it is idle to exp^t 
any better results than have been experienced ; as things are, 
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an indigenous money-lender is preferred to a co-operative 
society, beauise of the jKirsonal touch and apju*al which he 
makes to his customers. Many good-hearted moneylenders 
would often accommodate their customers in ways which 
would not l>e jx^ssibk* for a mmlern banking agency to do. 
A borrt>wer can always supplicate for mercy. Even a 
usurer will sometimes make a remission not out of charity, 
l>ut in mere self-interest. He knows that by foregoing a 
small sum on some occasions lie can retain business which 
will more tlian make up for the temporary loss before long. 
Sheer ignorance prevents the l>orrower from seeing througli 
the game. He is easily taken in. This is the more so 
because in India th<? members of the co-operative societies 
entertain very erroneous notions alK>nt the movement. As 
an instance, in the course of my inquiries. I was struck by 
the fact that almost every member with wliom I had an 
op|K:?r|unity of talking l(K)ked ujxm his society as a Stale 
agency for granting loans. Asked as to w'ho gave the loans 
tlu* usual reply of a member was Sirkar ((lovernment). I‘'ew 
members remembered the rate of interest they had to pay.* 
For removing such wrong impressions from the iniadsof the 
members, one of the usual suggestions made is to carry on 
extensive {)ro|>aganda by means of the distribution of 
literature in vernaculars, Quite a sound projx?sition one 
would think. Ihit of what use can any numl)ei of pamp>h!ets 
be. if those for whom, they are meant are unable to read 
them ? A question may naturally W. asked. How then 
has the movement made headway in the Punjab and Bombay 
and several other provinces ? It is not bt^cause they are more 
literate than other provinces, as they arc not appreciably so, 
but because of other reasons, which are given in the following 
pages. For one thing, the Punjab, which in spite of its 

* Theauf* tnquum ref<rf to th<? Provinces ami th« Ontrai f*rovi«c«*#. 

Tlwf Oakid^n Co ojjierative Committee of United Provmceis which repofUd tn 
Sepf i<| 26 reinAfk, ' In the co«ntry>»ide the vihaije co-operative 
tociety is known a.s the Stthan liank (mcamng State Dank) ' 
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illiteracy is ahead of other provinces in co-operation, has 
tried with success propaganda work by means of popular 
songs which the strolling bards go about singing in the 
villages — a lesson learnt from the old Folk High Scb(x>Ls. 
Yet other scbemes of lantern slides and demonstrations have 
been adopted in the Punjab and elsewhere with varying 
success. But so long as the |x^ople are unable to read and 
understand for themselves one can do but little, unless one 
can talk to every individual. 

Along with, and as a consequence of, illiteracy, there is 
ignorance and the problem of wasteful social customs, which 
lead people to borrow money for unproductive purjxxses. 
This is even a more seriotis handicap in the progress of the 
co-o}KTative movement, becaus^’^ the general ideas prtfvalent 
among the jx^ople are essentially uneconomic. They keep 
going to a money-lender rather tfuin to a co-ojHrative 
society, becatise the former will lend for unprcKl^ictive 
purfKJses wliile the latter will not do so. Moreover, with the 
former a borrower is protected from any ptjhlicity of his 
debts, a knowledge of which might affect his social 
In tlte case of a co-ojx'raiive society such absolute stxrecy 
is not {X)ssible. What is needid is to bring alxjut a change 
in the ideas of the people by arousing in tliem a desire for a 
higher standard of living. 

But if the debtors an* a prey to illiteracy and ignorance, 
it is often forgotten that the creditors are not free from the 
effects of this curst*. They lack lx>th initiative and enter- 
prise. The following remarks of Professor Marshall, though 
they may look harsh, are not without truth. ' Among 
races whose intellectual capacity seems not to have develojxd 
in any other dircxrtion, and who have none of the originating 
power of tlfe modem business man, there will be found many 
who' show an evil sagacity in driving a hard bargain in a 
market with their neighbours. No traders are moreatn- 
scrupulous in taking advantage of the necessities of the 
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unfortunate than are the com dealers and money-lenders of 
the East/ * 

Eduiational Foundation. It will thus api>ear that any 
progress in the co-o|XTative movement, in fact any im* 
provement of the system of indigenous banking, must depend, 
in a large measure, on widespread literacy. No institution, 
however beneficent, can be ex}M‘Cted to flourish in a^nuety 
wdiich is not literate enough to understand the working and 
utility o( the mechanism. Hesides banking there are st‘veral 
other problems relating to rural areas such as hygiene, 
sanitation, insufficient medical aid, cattle disease (cure and 
prevention), wasteful social customs, etc,, which are to a 
large extent due to the illiteracy and ignorance of the agri- 
culturist, and have an intimate Inniriug and reaction on 
banking pr<d>lems sucli as the indebte<!n(?ss of ryots, 'Fhenv 
fore the desirability of a strong fMilicy for the disstunination 
of education, so often empliasised, cannot beover-einphasisc'd. 

Xiiiinniti f imsciousness. what is needed is not merely 
the imparting of instruction in reading and writing. Efforts 

should be made to bring about a national consdou.sness a 

widening of the mental kori/on witii a view to, enabling 

people to live a better life irflellectually, physically, scKually, 
economically and morally, rhis can only be achieved by 
following an eclucational policy lilierally conceived to suit 
the |>eculiar stx ial and economic corulitions of th(‘ country"-- 
a }X)licy in tin? administration <»f wliich both the (iovei nment 
and the j)ubli( must whoIefiearte<ily co ofHjrate. I'lie 
Government can do a gfKxl deal, but if any satisfactory 
progress is to !>e made, it will dejxmd much more Ufxm 
private* effort an<i the lead given by the leaders of Indian 
thought. 

Educational Policy and Economic Policy. Tl]i<^ educational 
policy must therefore be not separate from, but comple- 
tmnVdtf to, the economic policy. Experiments in the 

* PrifUipl^i by A. Mj».rsh;kU, v<A i. p. 7. 

Mil. O 
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Punjab have clearly demonstrated that it is not necessary to 
have separate agricultural schools for boys in the primary 
or secondary stages. What is necessary is to adapt the 
courses of instruction to rural conditions. It must be 
recognised that the village is the unit which deserves and 
must receive the first and most prominent attention in any 
scheme of Indian education. India needs Colleges and 
Universities for the adv^ance of knowledge, but even more, 
India needs literate masses whose interests must not l>e 
neglected or treated with indifference. That it is the villages 
which must be educated first is now being realised. If this 
is done and the key note of teaching in all stages is directed 
towards keeping students in the closest touch with the 
actual life and needs of the jx’ople, even the existing edu- 
cational institutions can be made to yield surprisingly good 
results in the econcunic reconstruction of India. Confining 
our attention to in<!igenous l>anking, let us see the ix^ssi- 
bilities w'hich may well be tried. 

Primary Schools. In the jximai y s< hooU, the l>oys can be 
introduced to the mysteries of the eh ments of bunk account- 
ing by wt^ll graduated arithmetical exercises on interest, 
commission, etc. This was actually done in the old days, 
through the good offices of a local l>anker who was one of 
th<‘ members the scIkkiI committee. This may be gathered 
from an interesting picture of a sirhool visit by Mr. Sharp. 

Our visit is cxjx'cted ; and some quarter of a mile from our 
destination %ve jxrceive a Utile group awaiting our arrival. This 
is the school Conmuttcc, comix^scd of the village elders . . . the 
stout memlxT, who.M.* cars are encircled by two strings of gold 
plaques, and whose bright yellow cap is set rather rakishly on 
whitening lix'ks. is the local bania or merchant whose duties in 
connection w ith the scIkk) 1 are to teach the ho\^ the mysteries of 
cash4aK>k and ledger.' ^ 

^ KtfhftU No. /. Umal Siphctcis tn th/ CttUrai 

H, Sharp. Calcutta, p. 5. 



DKFtX rS OF INDIGENOUi? BANKING 


211 


Similarly books for reading may be remodelled so as to 
contain interesting stories with a view to introducing the 
boys to s;iviiigs banks or credit societies. Rural primary 
scbiwls should have a different curricula from urban ones. 

Middle mtd Secondary Schools. The middle and scTondary 
schools afford still greater op|>ortunitirs for inculcating in the 
boys‘ minds the advantages of thrift and co • opera and 
familiarising them with the methods of investment in institu- 
tions, based on tlie prineij>les of co operation. Tliey may 
well l)e eiKouraged to run tlieir (nvn e{»nsumers' societies in 
scluKds with tiu* fnlp of the teachers. The curricula of 
teaching may well include smh subjeits as agriculture, 
rurui ecamomit s, rural fiygiene aiul sanitation, rur.il adminis* 
trati(»n, physu al geogra|>hy. 1 his is dune in some vernaeiilar 
middle schools in the Punj.d) and may well extended to 
the English sei'ondary schools. 

Sdwol leachers. In order to achii ve successful results 
i>oth suitabh' l>ooks and teachers are necessary, fhe village 
teachers especially should be projxTly trained. 1 heir emolU' 
mcnts and status neeil considerable injj>rovemen| if a good 
standard of effu ienc y is desii;^:d. 

Vtila^e I ibra tits and l^ropa^anda. Village hl)raries should 
be opened for tlu* as in the Piinjal>, wheif! these have 

been attached to 15/,! middle s< hcaols. 

Yet another way to interest the villagers, which is l>eing 
trieil in the Punjab, is by the formation <d a Rural (“ommunit y 
Board at headquarters and District ('ommunit Councils. 
They sufK*rvise and organize library arrangements, f»ro 
vision of pamphlets and journals to be read to tlie village 
folk by teachers; arrangements for the preparation of lantern 
slides, lecture notes, etc. Recently, demonstration railway 
trams have beren organized and sc*em to be promising# 

AdaU Schools. The efficiency of the Indian < ultivator will 
be treatfy increased, if efforts are made to adopt a scheme 
of adult education for rural areas in w^hich provision simuld 
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be made for specialised agricultural education in the verna- 
cular. The Punjab and Bt?ngal have taken a lead in the 
matter of such adult education. On 31st March, 1926, there 
were 3,2oS such scluols and 85,422 pupils in the Punjab. 
It is for other provinces to follow this e.\ample. 

('alkies and Universities. If the primary and secondary 
schools can l>e used to intrcKiuce boys to credit institutions, 
the colleges and universities are just the place for the collec- 
tion and promotion of knowledge in regard to them. The 
Economics departments of Indian I'niversities might well 
take inspiration from the exam{>le of English and American 
Ihiiversities in this matter. 

Umler-graduates shoiihl be encouraged to go out into the 
villages to carry to the fH‘ople the idea.s of cO‘t>p<*ration, to 
study the problems of poverty arul indehttnlness, to carry 
out banking surveys in stdect areas, and t(» initiate re(onns3 
This can lx* done in every Indian university by acc/»rding 
the subject of banking an important )>l»ice in the curri<aila 
of a first degree in Economics, by organizing a rt^st arch 
department and by instituting a university chair in banking. 
To encourage good work prjzes niiglit be awarded for 
research ess;iys of merit and suitable monographs should be 
published liy the university. I'he university ]>rofessors ran 
well set an examjde to their younger colleagues and students 
by starting and editing economic handbooks like the I.ondon 
School of k’conornics Series of Monographs, tht' (’aml>ridge 
Economic** Uandb<H>ks, and tlie t'olurnbia laiiversity Hand- 
Ixioks, and by forming circles of study. Professor H. S. 
Jevons liad fonned a study group at Alkihubad called 
Kmtiha ( ircie, after the name of Kautilya the famous 
ancient Indian economist. The circle did some gcKKl work 
for # time by bringing out several ustdul pam|>h!t*ts which 

' la this cv>naeftion Sir Sclwyn m to 

the ot I'niversity work la the sphere! the 

tiaa 0 i India are eicrheat in thip way See Im Ad4r€%s 

Ikr) AUaMatmd, aisft November. 19- 
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embody the results of first hand inquiritfs conducted by the 
members* but it proved unsuccessfuL Dixtor Gilbert 
Slater, as University Professor of Indian Economics at 
Madras, made interesting inquiries of aji exhaustive character 
into the obscure village life in the Madras Presidency, the 
results of which were published as * Economic Studies : Some 
SotUii Indian \*iihiges/ But these arc isolated atte|;npts of 
a few individual professors. If work on such lines were con- 
duct<rd, as a concertetl measure, there is reason to sujqjose 
that rmuh sci<‘ntihc and useful inforin.ition at a compara- 
tively small exj>ensc and in a short time wtndrl l>e made 
availabk' to the public and to the tiovernnumt : without 
sucli information no s<'li<‘fne for prc^gress can be enieiently 
devise<! or <:tirne<i out. S|>e<ial grants of money must lx 
aliotted fur this kind of n seareh work. 

So much for tin* |>rtscnt illiteracy *md ignoraini*, as a 
hindrance to the progress of tlie eo-ojirratrve movenieni, and 
lor the |)ro{M)s<M| metlMHls of lighting against it. The .second 
r<*ason why the co-operative (Te<!it societies have faihtl to 
take root in the Irulian soil, m so far as they have laile<l, 
follows as a corollary frobi the first. In the [5'otiliar cun 
ditions of India, wher< j)rrvat<* initiative’ is wanting, very 
much <k‘}K.n4ls upon Slate aid, organization and em:<»uiage 
ment. Taking the quc’stion of the agency alone, it must be 
realised that the working of the co-ojxrative movement 
needs a high de gree of technical stutly and practical training 
on the part of it.s workers paid or horn^rary, 0 % ial or non^ 
official - if they are to administer and guide it on right lines. 
But above all, tliey must lx thorouglily familiar with the 
rural conditions of the particular area in wliicli they have 
to work, and be full of tact and symj>athy in order to win 
the confidence of the |>eoplc. What every pr^>vince needs 
in India is a Strickland, a Ualvcrt and a Darling - the three 
cfK>pc*fative herexs of the Punjab— earnest workers endowed* 
with natural abilities and equipped with practical training, * 
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all actuated by a sincere desire to render disinterested 
service, all imbued with the true spirit of co operation. 

Then again district authorities and Government Oftkials 
can do much to help^and encourage the movement. But, 
however gifted and earnest the officials may be, the movement 
is primarily one whose success will defiend considerably, if 
not entirely, on the co-operation wiiich may be forthcoming 
from non olTicial workers, who can enter into the thoughts 
and feelings of the rural jxipulatioii and can talk to them in 
the language which they can iindersttind. This is well 
illustrated by the success achieved in the Bombay Presidency, 
wliere unstinted non official support poured in from the very 
b<*ginning. The example set by Mr G. DiMxlhar and Sir 
laillu Bhai Samaklas may well bo followed l>y work<i's in 
other jxovini es. 

Thirdly, given the requisite official and non-official 
sup|x>rt, care must be taken tliat the foundations are jruly 
laid, ft must be borne in mind that the village societies are 
the backbone of llie whole movement. Tnless they are 
strong, they w'il! not be able to bear the siqxrstructure raised 
ujKin them. Often the mi^take in India has been in an 
excess of enthusiasm to start telo many societies. In nuue 
cases than not, societies have come to grief, because sufficient 
care was not taken to ensure their eo ojaxative spirit, at the 
time of their birth. Wliat is needed is caution in the 
starting of new societies, and effective siqxrvision in the 
maintenance of those existing. 

Fourthly, in order to make the whole thing simple and 
intelligible to the ryot, the methods of co-operative societies, 
whether in the giving of loans, calculation of interest, or 
repa>’tnent of loans, should be adapted and approximated 
as much as possible to the indigenous conditions and local 
customs in different parts of the country. For example, an 
important direction in which improvement is called for is 
the period fixed by the societies for the repayment of the loans. 
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The fortunes of an Indian agriculturist are bound up with 
his crop, the success or failure of which dejx^nds largely npon 
the climatic conditions. The {XTiod of a year or two allowed 
by some scK ieties is oftt n insufheient for a borrower to redeem 
his debt without seeking the help of the monev*!end< r . No 
hide bound rules must be laitl d<nvn in this matter. In 
foreign countries, sucli as Cn rmany, miu Ii longer perituls are 
allowed for the repayment of debts Ihe length of loans 
in various j>arts of India must he regulated l>y means of 
climatic circles, determined locally according to the natural 
conditions. 

Then again, the laiglish methods of (juoting rates of 
interest at so much j)er cent, per annum batlles an average 
Indian village borrower. He hardly understands what 15 
or 12 J j>er cent, per annum !neans, but Ue understands ' half 
anna per riijKe {:xr month ' (which comes to 37 1 percent, per 
annuli), which he usually pays to th<" nmhajan. If, there- 
fore, instead (.»f Ixung t(dd that the rate (d interest is I2| jxr 
cent [HT annum, he is told that in his own society he need only 
pay as interest fialf anna <m every three iu|H'es jxr month, 
he can clearly api^reciate he i.s thereby paying only one^ 
third of what he would <»therwise have to pay. 

Fifthly, the coa)|X’rative credit societies have to solve the 
problem of attracting capital. We have seen that the 
pres^mt working capittd in all kinds of co ope rative soc ieties 
is alK)ut 5H crores of ruixes, while the total private indebted- 
ness is estimated at about 9 Ch> crores. l.hitil large amounts 
of capital poxir into the movement, the societie s cannot hold 
their own against the rival money' lenders. 

One of the ways recommended by the ninth conferenc e of 
Registrars is so to amend the Indian Trust Act of 1882 as to 
f>ermit the investment of Trust funds in the of 

Provincial Co-operative Banks. 

THere, as elsewhere, real progress w*ill seem to lie in the 
dose co-operation Ixdwcen various existing credit institu* 
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tions. Much must depend on the policy and activities of 
the Impcjrial Bank of India as the principal bank of the 
country. It is already doing useful work by extending its 
banking o{x;rtitions, iy bringing banking facilities to the 
people and developing banking habits among them. As the 
bulk of the population of India lives in the villages, and as 
it is neither feasible nor j>rofitab!e to establish a branch of 
the Bank in every village, the best }x>licy for the Bank will 
seem to lx* one of interconnection with some organization 
catering for the banking needs of the villages, i.r. tlie co- 
ojKTative cre<iil sixaeties an<l the indigenous bankt rs. Kven 
at present, as w'e have seen in an earlier chapter, tlie Bank 
has connections w-ith thes<‘ institutions. It may wt‘11 achipt 
a more lilxTal attitude in advancing cash credit^ to the 
central bank or provincial bank against juu-notes of village 
jxxieties, endorSi‘d by the central or provincial bank lespt c- 
tively. Similarly cash credits may be allowed to tlie jxo- 
vincial bank against pru-^iifites of central banks, endorsed liy 
the provincial bank. Ihe ImfH*rial Bank can co-ojx*rate 
with the co-operative movement in variou.s otlur ways 
such as interest charges, remit^tance facilities, flot.it ion of 
delxmture.s of co-ojxrativt‘ provincial and larxi mortgage 
banks, sanction of advances against moilgage taken by the 
co-ojxrative mortgage banks. 

Similar policy may wadi l>e commended to the Intlian joint- 
stock banks. The establishment of such interconnection in 
the Indian nnoney-market will up further jx^ssibilities, 
the extent of which is not yet fully realised. It is well known 
that the joint-stock banks have large amounts of money 
lying idle in their vaults during the hot weather. This co- 
incides with the jx^riod when agriculture is in need of capital. 
On the other hand, during the cold season funds are needed 
for trade and commerce, while they are redundant in agri* 
'culture. The co-operative societies and jomt-stock banl:s 
have here an example of how they might be of mutual service 
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and benefit to each other. Tliis has been done to some extent 
in Bengal Such a link should he of distinct adv*antage, 
both to iigriculture and trade and commerce. 

If the steps outlined in the precedii^ {>aragraphs are tried 
and till* co-o{xrative credit societies are run on sound and 
sure lines, they sliould go a long way in solving the problem 
of rural credit. The stx ietie.s will be able, on the one hand, 
to divert loans from unprtKluctive to productive channels 
and to improve the credit and security of the borrower by 
inculcating the lessons of thrift and self-help ami on the 
other iiaud, they will i)e able to destroy effectively tlu^ mono- 
jH>listic nature of the trade of the money-lender tlms 
renujving from his }>ath the many evils and temptations to 
which he is a prey at the present time. 

Hut one o( the most seri{)us {>rol>lemH with which the co- 
ojKiative societies will have to deal for some tijne to come 
is of the existing accumtilated debts, due to high and 
cornj>ound interest, or to uneconomic methods and habits 
and to dishonest dealings. Until the cultivator and artisan 
are relieved of tins terrible Inirden, no progress is jK)ssible. 
It is n(.»t sutli( ient to < (miyiit no sins in the future, atone- 
ment must first Ih:* made for past sins. 1 he debt redemption 
s<Kieties in F*oinbay have |>ointed out tlie way and much can 
Ix^ chine through the tactful influence of the office- Ixsirers of 
the co-ofXTalive credit societies. If they only se t about it 
in an earnest way, tfu y can, more often than ncit, .succeed 
in coming to some terms with the money- lender# on assuring 
him that the debt will be repaid in instalments by the 
society itstdf * In this connection some of the recommen<ia- 
tions made by the ninth conference of Registrars of Co- 
operative StK:ieties in India held in 1926 are worthy of 

commendiition. They are given below. 

* 

^ ^ l>u»ng our my oa»ccr» ami I otten arrataigra Urrm» of 

coitUK3«ttJcm arwl siKtuwl inoofy-WndcrK to a<.x'«pt far than thei/^ 
nomicui.1 duw» * ij C. jack. ciC p • 
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' |i) It is desirable that well-conducted village societies should 
undertake liquidation of old debts as far as [:>assible and con- 
sistent witli the current needs of members, but no such society 
should take up the work until it is in a position to lend money 
for a sufficiently long j^riod to enable members to repay their 
loans to it from their income. 

* (2) It is recognised that Provincial and Central Banks may 
lend a jfertion of such funds as they are in a jxjsition to invest for 
a long tenn, in assisting village societies to take up tfie work of 
the liquidation of old debts. 

* (3) A SiKiety undertaking liquidation of debts on a large scale 
should prej>are definite schemes after ascertaining carefully the 
debts, t>oth secured and unsecured, of the mcrnlK^rs and the lands 
they hold, and that in this work it should l>e assisted by the union 
staff of the Central Hank, or officers of the Co"0|>crative Depart 
ment/ * 

It must, however, be admitted that the co-operative credit 
societies are not, as a rule, fitted to make long-term loans, 
Ix^aiuse they do not jx>ssess adequate long-term money. 
They are not in a jx>sition to satisfy the demands of their 
members for loans for long jx^riods ranging from Siiy seiven to 
twenty years for the purixise of prior debt redemption or 
land improvement. It is thereftjre necessary to have some 
organized institution for providing long-term credit just as 
the co-op<?rative credit societies make short-term loans. 

Here again we can turn to western ex|xrience for guidance, 
III Europe and in America the problem of long-term credit 
has been solved by establishing land mortgage banks which 
have proved successful in those countries. The whole 
question was investigated by a sub committee and discussed 
by the ninth conference of Registrars of Co-operative 
Societies in India in 1926, Their final recommendations are 
embodied in Ihe following resolution. 

' (i) Mortgage banks based on co-operative principles are 

, 

^ 0f tkf Siftik C&n/inmf* 9f o/ C9-9p*r»iu4 S&€U$W4 

Sfi tniiA, pp. 
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desirable in mmy parts of India. No transaction should be 
undertaken which is not oconomically profttable to the Ijonwer. 

' (2) — The principal objects should be : 

(a) the redemption of the land^and houses of the agri* 
culturists, 

ih) the irnpro\ement of land and of meth<His of cultiva* 
tion and the building of houses of agriculturists, 

(r) the liquidation of old debts, and 
{d) the purchase oi land in sjxxial cases to be prescribed 
in the bye-laws. 

* (i) M am^cm€n( —The area of ojx'ration should be 

the smallest unit consistent with conqx^tent management. The 
imjK^silion of liability on village cnxlit socictes or the confinement 
of mortgage loans to inemlxrs of such societies are not recom* 
mended, but the hank should consult the village society in the 
case of all loans to members of such a s<Kiety. Wlien there is no 
hgal obstacle, j^referably a mortgage with [x)ssession should be 
taken and the mortgager should be retained as a tenant of the 
l)ank.« » 

Even before the meeting of the Registrars' conference, 
st*veral Indian provinces had adopted the scheme of land 
mortgage banks. • • . 

f n the iiombay Prcsidenc;^, the Government for some years 
placed 15 to 18 lakhs of rupees a year at the disi>osal of the 
co-op<‘rative de{>artment for land improvement and house 
building. Recently certain areas where the co-operative 
movement is suflficiei>tly advanced have been declared as 
suitable for the distribution of Taccavi loans through co- 
operative societies. According to the latest re|K>rt, the 
scheme of land mortgage banks is * the most discussed 
question amongst co-operators.* * 

In the United Provinces, the recent Oakden co-operative 

committee which examined the question of land mortgage 

* • 

of th£ Ninth Conf^tnc* of Ki^thfan of Sotuiui 

it /fitfui.%926. pp. 83-^1. 

* Btpmt on Co^opetaiivt: So^ii-tui, p, 
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banks did not recommend their formation in the province 
for some time to come till the co-operative societies gained 
in strength, and the Government have accepted the recom- 
mendation. 

Tlic latest information available in regard to the Central 
Provinces is that the provincial Ck>vernment ’ await with 
interest the report of the Registrar/ * on the subject of land 
mortgage banks. 

In Bunna, the two land mortgage stjcietie's in the Mandalay 
district have proved moribund and may be disregistered. A 
land mortgage bill is. however, under the consideration of 
the provincial Government. 

A Ix^ginning was made in Assiim by establisliing a land 
mortgage bank in the district of Kamru|> in ic)2b. A second 
bank has Ixen ojxned in Sylhat. since Marcli, 1027. 

In Bengal a land mortgage bank was established as an 
exfx'rimental measure. It started work during 1023-26 and 
promisc\s to be successful for supplying long term loans. 

The Madras Pr<*sii!ency has adopted a bold }x>licy of 
establishing land mortgage banks on the limited liability 
basis. The’ ofxratiims of each bank are restricted to a 
compact group of \illag<*s anef the borrowing [Kiwer is a 
certain determined pri>jx>rtion of tlie paid-up slutre capital. 
The bank issue del>entun*s against the landed projxTty 
pledged by the members. On the joth June, 1927. there 
were ten land mortgage banks in existence, but only two 
have bmi doing appreciable business. These two issued 
debentures to the extent of K. i,59.o<h). of which those to the 
value of R. 97.000 were taken by the public.* It is too early 
to expect any better results. 

In the Punjab there have beirn since 1926-27 eleven 
mortgage bdnks. four of the old type (unlimited liability) 
and seven of the newt Tlie new banks are based on the 

* C P. Govi^mment Resolutioo. &p. ai 7th February, iga?. 

* aw M^ms {tqjttfMj}, p. iS. 



DEFECTS OF INDIGENOUS BANKING m 

principle of limited liability and work in a comparatively 
small area. They also require the borrower to furnish a 
partial guarantee (up to R i/k>o) of his loan from a credit 
society, if such a society exists in Ijis place of residence. 
The banks have a meml>ership of 3,344 individuals and l6f> 
societies and a working capital of K. 13! lakhs of which 
5j lakhs is contributed by Government at (>f }K»r cent. The 
banks are progressifig. but they need a vigilant w^atch, 
especially in the early years of their inception. Strictness 
in the matter of the punctual repajmient of loans is desirable. 
It is curious Init none the less true that the defaulters are 
usually the biggest l>orrowers. 

Among Indian native states. Mysore has been the first to 
adopt the scln rne of land mortgage banks. The Govern- 
nu nt of Baroda has also recently approved of the land mort- 
gage b;tnk. which is to be financed by the issue of debentures, 
supjx>rt(*d by an ultimate (government guarantee, for the 
repayment of both principal and interest. 

'I'he public is now bectJining alive to the utility of land 
mortgage banks in India. A resolution for the establisli- 
ment of these' institution.^ to provide agriculturis^tswith long- 
term. easy and productive* credit was m(>ve<l by Mr. V. 
Kandas l^intuiu in the Council of State in l'el»ruary. 1927. 
The resolution received albroun<l sup}K»rl and was carried. 
It is for tlif* various }>rc»vincial (iovcrnmf nts to push in the 
matter steadily but not shmly. 

So far we have dis< usscal the question of^rural credit 
institutions for both sliort- and long-term loan.s, Witli 
regard to the problems of agricultural debt, it must Inr tonic 
in mind that the solution lies not only in improving credit 
facilities but also in improving the credit which a borrower 
enjoys. The amount of loan which a borrow’fr can get and 
the rate of interest which he must pay depnd. arnoUg other 
thingsf on his financial .standing. We must investigate tltf 
reasons why the cultivators' return is as low as it is in India* 
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In other words, the problem is not to reduce the amount of a 
cultivator's loan and thereby the interest payable on it, but 
to enable him so to utilise the capital borrowed as to produce 
more and yet more. The amount of loans he has to take 
does not matter in the very least, provided tlje rate of 
interest is fair and the loans are productive — the former 
defKmding upon the latter. One of the means of increasing 
prcxluctivity, as pointed out, is better education, using the 
word in a wide sense. But there are other ways of adding 
to the meagre income of the villager. There is rtxmi for 
hoj>e in the cottage industries, for example. The Koval 
Agricultural Commission is at present going into the 
question in all its bearings and its reconimc ndations should 
be of far-reaching character and should res\ilt in increasing 
the productivity of the [>easant, The more he will be al)le 
to produce, the more solvent he will l)e and tlie better terms 
he will be able to obtain for borrowing for his in eds. 

Other Suggestions, Having discus.sed tlie remedies already 
applied or in the course of application, and the directions in 
wdiich impruvt‘mcnt is [H>ssibie, attention must now be 
turned to certain suggestions which are either new or which 
have hitherto failed to receive tlie consideration which they 
deserve. 

Urban Uo operative Societies. So far the co-o{x*rative 
movement in India has been largely confined to the provision 
of rural credit. Great jx)ssibilities lie in its extension to 
urban centres with a view to meeting the financial needs of 
the small traders and industrialists. A beginning in this 
direction has been made in Bengal, where a number of in- 
dustrial societies are making fair progress. 

* b'oreinost among these societies are the Weavers’ Associations, 
one of which, 'the Hagerhat Co-o|)erative Weaving Union, has 
started the first co-oj,>erati%*e cotton mill in India. Considerable 
advance was also made in the organuation of the silk industiy^ 
pn a co-operative basis. The Dopukuria Stik-Reeling Society in 
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Murshidabad look up the construction of the first co^ofieratlve 
factor)^ of its kind for rarling silk in filature. Societies have b^n 
formed to carry out different processes in the manufacture of silk 
from cocoons reared by other societies and ail these* will co* 
ordinate their activities and then by in.llce the manufacture of 
silk by cO“Opc‘rative societies in Bengal into a (-contained 
indust ry^* * 

Co-ordi9tatioH between Government Deparimenh. It is only 
recently that the im{Kirtance of co ordination between 
various departments of the Government has been realised. 
Since it is the aim of every department to conduce to a 
higher standard of living for the jKople, the more they 
< o-o|K^rate with a view to avoidiiig the overlapjung of efforts 
and assisting in the v\<uking of mutual , plans, the cheaper, 
the more efficient, and the (juickcr will l)e the results. We 
have already seen the imjxTtance- we might say the imlis- 
pensalalitj- of ( oortlination between the de|>artment of 
educa|ion and other nation-building <lepartments. such as 
co-ojxration and agriculture. Similarly there must be dost* 
co-ordination bitween the departments of agriculture, co- 
bfHTation and industries. Some <d the problems of the.se 
three departments are comipon, and where they \%ary they 
react on each other. In order to make co ordination easy, 
it will be a good plan to phacc these three departments, which 
are ' transferred/ under charge of one Minister, The 
Minister, the heads of the departments, and the Government 
Secretaries may, for piirfKises of consultation and concerted 
action, form a Board. 

Co-ordination need not be confined to various depart- 
ments in individual provinces or even to the departments in 
the Government of India. Mistakes made in one province 
arc sometimes seen repeated in another. This can l>e largely 
avoided if there is a central agency to collect amfeo-^^r^inate 
results from new experiments tried ift various parts of the 
cdhntry. 


* fndta #w 1926-27, p. 344, 
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Banking Siaihiics, The subject of banking statistics is 
of such vital importance that it deser\'es special attention* 
As will apj)ear throughout this work, practically no statistics 
in regard to indigenous banking exist at the present time. 
Here again, the example of the West has a lesson which India 
can ill afford any longer to ignore. In this conncxrtion the 
findings of Professor Bumett-Hurst, Secretary of the Indian 
Economic Enquiry Committee of 1925, published as his 
minute of dissent to that Committee’s report, are wtII worthy 
of adoption. 'Fhe Royal Currency Commission recently 
drew attention to the s«ime recommendations. A majority 
of the Indian provincial Governments have also lately ex« 
pressed themselves in favour of them. 

Economic Research. Of equal urgency is tlH‘ question of 
economic research and inquiry into any scheme for solving 
the rural credit and allied problems in India, l>ecause of the 
deplorable lack of reliable and scientific economic studies 
relating to the country. 

This is a work in which the I'liiversities a.s well as the 
general public may well co-ofKTate. Such co-ojh ration has 
been achieved in the Punjab by the Board of Economic 
Enquiry, which was started th 're in iqk*. It is composed 
of both officials and non-officials interested in economic 
research. It is divided into two sections, rural and urban. 
The secretary to Ix^th the sections is the I'niver-sity IVofessor 
of Economics (Prof. Myles at present). Much useful work 
is Ixnng done by the board in the Punjab. Wc noticed in 
regard to (he subject of indebtedness that better knowledge 
was available about things in the Punjab than elsc^where. 
Similar boards, if established in other parts of the country, 
may yield equally good results. 

Besides students in the universities, persons interested in 
economic subjects, such as indigenous banking, might well 
be encouraged, by the offer of prizes, to contribute* articles 
to the newspapers in the various provinces. 
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Insiiiute 0/ Bankm. In order to encourage banking edu- 
cation, it is suggested that an Institute of Bankers should 
be established in India. The proposal has formed the subject 
of correspondence between the Government and the Managers 
of the Imperial Bank, anti they both apV^ve of it. It is to be 
hoptHl, however, that the e.xaminations should be optionally 
in English or in the veniacular, and that journals and 
pamphlets of the Institute sfiotild be published both in 
English and in the Indian vernaculars. 



CHAPTER VIII 


THE FUTURE OUTLOOK OF INDIGENOUS BANKING 

An im|>ortant stage in the inquiry is now reached. An 
analysis and discussion of the indigenous system of banking, 
with a view to fornuilating a policy for the future, have been 
completed. In the preceding chapter, the remedies both old 
and new. whether legislative or otherwise, which are being 
tried to improve indigenous banking, have been subjected to 
a close examination and made to yield certain suggestions. 
Such discussion and examination have disclosed beyond 
doubt the fact that the C 0 “ 0 |>erative movement is full of 
potential gtx)d, if certain conditions are fulfilled. 'These 
conditions and circumstances have been outlined and briefly 
described. 

But a question of great importance still awaits an answer. 
What is the future jx)sition w'hi^h the indigenous bankers are 
going to occupy in the banking stnicture of the country ? 
This question is of paramount imix)rtance in any scientific 
study of the subject. The problem has for long agitated the 
minds of the peopile and has assumed special significance in 
the India of to-day, wdien subjects of banking structure, 
organkatieJh and reform are live problems engaging the 
attention of Ixith the Government and the public of the 
country ilUke. 


NEED FOR A BANKING INQUIRY. 

Ill <his connection,^ the External Capital Committee of 
192$^ which had been appointed * to consider the qs-^tion of 
the flow of capital into India from external sources/ made 
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some important recommendations. These are well sum- 
marised in paragraph 4 of the summarj*, in the Committee’s 
Report, which runs as follows : 

‘ India possesses a vast store of dormant capital awaiting 
development, and in order to make tfiis available for investment 
banking facilities ;nust be increased and extended. The examina- 
tion of the various technical measures sugg<‘sted in the replies with 
this object is outside the sco|x* of the Caminitta% but we would 
emphasize ilie imjx)rtance of a co-ordinated survey l>eing under- 
taken at the earliest opjxirtunity of the whole field of banking in 
India. This should be followed by a detailed examination by an 
expert commitlee or committees of the lines along which progress 
should be effected/ ^ 

A couple of months after the publication of the report of 
the External Capital Committee, Sir Basil P. Blackett, the 
Indian ‘ Chancellor of tlie Excliequer/ in his memorable 
speech at the University of Delhi on ' Indian Banking and 
Monetary IVogress,’ drew [xiinted attention to the above 
recommendations of the committee and deplored (he fact 
that ‘ unfortunately tliere is very little* information available 
regarding indigenous banks.’ He therefore.* recommended 
the subject of indigenous baidving as one ’ on which a special 
study would be both interesting and instructive.’ Soon after- 
wards he circularise'd all the Provincial Governrnemts and the 
Managing Governors of the Imperrial Bank of India in regard 
to the procedure which should be adopted in order to effect 
a comprehensive survey* of the whole field of Indian Banking, 
with sfxjcial reference to indigenous banks, su^;h as was 
recommended by the External Capital Committee. The 
replies received by the Government of India are to J)e found 
published in the Reports of the Indian Legislative Assembly 
for 31st January, 1927.* 

Recently the Indian public has taken a keen* int^rgst in 
the subject and in 1927 Mr. S. N. Hsfji moved a resolution 

M 

of ike Extemai CapUai Committee, *915, p. 15, 

* S<5« Legi$laine Assembly Debates (OfficUt K«poit), vol i. pp 225-276. 
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in the Indian Legislative Assembly in which he asked for the 
early institution of a Banking Inquiry.^ Sir Basil Blackett, 
on behalf of the Government, admitted the desirability of 
the inquiry into the question of the development of banking 
facilities in India, which has also been recommended by the 
last Royal Commission on Indian Currency, but [x>inted out 
that the time for its immediate apjxiintrnent was not opjxir- 
tune, in view of the jxmding inquiries of the Royal Agri> 
cultural Commission, which is considering, inter alia, the 
problems of agricultural hanking. 

The demand for a Banking Inquiry was reiterated at the 
fifth annual meeting of the Indian Industrial and (Com- 
mercial Congress, held at Madras in December, 1927. There 
a resolution was unanimously passed supporting Mr. Maji's 
motion in the Indian Legislative Assembly to which reference 
has just been made, that an inquiry sliould be held at an 
early date with a view to improving and revitalising indi- 
genous banking.* * 

It is evident that there is a keen desire on tlie part of 
Indian leaders to have an Indian Banking Inquiry. This 
is also one of the main recommendations of the ICxtcrnal 
Capital Committee, wdiich has*^been adopted and on which 
preliminary action has been taken by the (ioxernment in 
inviting the opinions of the provincial govennnents and the 
authorities of the Imperial Bank of India. Whether it wall be 
an all India Committee, or a numix*r of provincial com- 
mittees, no one, except perhaps the Ck)vernment, yet knows, 
but that an inquiry is going to be instituted is only a question 
of time. When such an inquiry does take place, one of the 
most im*portant and complex problems for it will be to 
determine the future of indigenous banking in India. In the 
consideration of this problem the committee will be face to 

> Sfi* Assmihiy Diinties (Oflicial Kepert), vd. i. p. 674 (loth 

February, 1927) 

^This infonnation i» hAsed 00 a short account of the pnxmjiings of^the 
Congress which appeared in the Pioneer Mail of the 6th January. 192S. p. 10. 
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face with an entirely new field of investig»ation, because 
practically no constructive scheme or suggestions of a 
detailed character regarding the subject are yet available. 

The scheme outlinird Ixdow in this igudy lays no claim to 
the solution of a problem whose urgency is being realised 
only recently and on which little light has yet been throwm 
by Indian ecoru)mists. I'he projxxsrils in the following pages 
are made, in all humility, with the object of assisting the 
process of clarification and j>resenting something which may 
provoke discus.sion and criticism on wliat is admittedly a 
thorny prolilem. 


J THi: NATIKK THK PKOHLKM. 

A Prdtniinary Quedton. Now the question as to what 
part the indigenous bankers should play in the future hanking 
re-construction of the country must Ix' preceded by tin* 
question as to whether they should play any part at all. 
Therc^is in India a school of thought which honestly believes 
in the complete abolition of the indigenous banker in the 
immediate or near future. Followers of this school are so 
disgusted with the atrocities of the money lending eJass that, 
if they were to have their owft way, they would do away wuth 
the whole lot, root aiul brancli, to-morrow. One has only to 
look into the ofticial re}H>rts of the debates of the legislative 
councils in the various provinces, especially the Punjab, and 
of the Legi.slative Assembly — called the Irnj>erial Legislative 
Council until the introduction of the Reforms in 1919— for 
the last qfiarterof a century to fee! convinced not only of the 
existence but even of the increasing numbers of the votaries 
of this school. The sp^x^ches of several non-officiarmembers 
of these legislative Ixxlies, delivered in connection with the 
various ameliorative measures in regard to Indian banking 
which have been discussed already 19 theses pages, sum- 
marised <»me to nothing more or less than this. The indi- 
genous banker is practically an unmixed evil, he must be 
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done away with entirely and immediately, once and for all. 
While lending their supj)ort to all ameliorative measures, 
the exjK>nents of this school feel that the measures are 
insufficient, they wii,nt something drastic. Tliey are not 
content with the progress of co-operative credit sf>cieties. 

Now one can agree with the view that the ameliorative 
measures are insufficient and that the progress of co-op>erative 
credit societies is not what it should be and yet not be able 
to subscTibe to the main proposition projxiunded by this 
school. Two questions must be asked in this connection. 
Firstly, is it jx>ssible or practicable to do away, in the 
immediate or near future, wath all the bankers and moneys 
lenders. Secondly, even if it be practicable, is it desirable 
to do so ? Taking the first question first, it must not l)e 
forgotten that it cannot be tackled without taking into con- 
sideration the immen.se area and the peculiar conditions of 
the country. An idea of the vastness of the problem may be 
gained by nmiembering that the |x)pulation of India exceeds 
318 millions, that the bulk of this jxipulation is held by the 
villages, and that the village finance of agriculture and 
cottage indtistries is almost exclusively in the hands of 
village money-lenders, inasminffi as there are no joini-stock 
banks in the villages, that only relati\ ely few’ villages have co- 
operative credit societies, and even where a society does exist, 
it met»ts usually only a very^ small part of the credit needs of 
the villagers. So that to think of the disappi^a ranee of all 
indigenous bankers and money-lenders in the immediate or 
near future is to imagine an imjx)ssibil3ty. But even if such 
a consummation were practicable, we might very well ask, 
is it desirable ? If to-morrow by state legislation— it is 
difficult to think how state legislation can bring this about — 
or in some»other miraculous way, all banke^ and money- 
lendeH were spirited f away or they ceased to function as 
bankers or money-lenders, w^ould this be desirabJe ? The 
answer to the question would be in the affirmative, if, at the 
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same time, a better agency to take the place of indigenoxis 
banking were, by some miracle, simultantx)usly provided, 
Unfortunately in the world in which we live such miracles 
are of rare occurrence. If, then, it isjiiot ix)sstble to build a 
superior machinery for rural credit in the same short ix^riod 
which it would take for the indigenous bankers, one and all, 
to be sent to the wall, we are driven to the conclusion that 
%uch a step is not desirable* So that it follows that the 
complete disapjxarance of the indigenous bankers and 
moneydenders, in the immediate or near future, is neither 
practicable nor desirable. 

Now if the indigenous bankers and money-lenders are not 
to disappear wliolesale, in the immediate or near future, it is 
not difficult to see that tliey must have a place assigned to 
them in the future of Indian banking. So we return to our 
original question as to what this place is going to be. 

Need of Correlation between the Bazaar and Bank Operations. 
In this connection, it is im}x>rtant to bear in mind that the 
organization of the present banking structure of India is 
not compact. The fact that most of the credit ojxrations 
of the country, which are in the hands of the indigenous 
agencies, lie largely <JutsTde the influence of organized 
banking institutions, makes it im}x>ssible to pursue any 
uniform credit |K)licy to which all the credit institutions of 
the country^ would readily resiK)n(i No answer to the 
question of the jxxsition of indigenous bankers in the future 
Indian banking system can therefore be regarded assiitisfac- 
tory which does not make for the correlation ot t!ie Bazaar 
and Bank operations to the mutual strengthening of each 
other. 

Indigenous Bankers and the Proposed Reserve Bank. The 
necessity of m central institution such as nmy unify and 
control the currency and credit mt*chanism of thb Country 
j«ras ck^ly perceived by the last Royal Commission on Indiay 
Currency. The Commission accordingly recommended tht^ 
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creation of a new ‘ Reser\'e Bank of India ' entrusted with 
the powers of note issue and charged with the care of the 
Government and Banking reserves of the country*. This is 
the approved line aJopg which, from the banking iK>int of 
view, satisfactory progress has been made by the great 
trading nations of the west. But whether a Reserv'c Bank 
will, by the mere act of its creation, be able to succeed in 
bringing the entire credit machinery under its influence and 
effective control, does not apjKMr to us to be free from doubt. 

African Experience, The exjH^rience of South Africa, 
where the Reserve Bank established in 1920 has liad to 
deviate from the path which was originally laid down for it, 
must serve as a warning that, in bariking as in other things, 
what has succeeded in western countries may not he quite 
suitable to eastern conditions. In Afrit a the Kc.serve Bank, 
after its formation, found if.s<*lf uncil)le to c(»ntrol the credit 
policy of the country, by pursuing an op n market j>olicy in 
the discounting of bills, for the simple rea.son that an^)pen 
market did not come into being. The volume of trade bills 
available was insufticient, because, firstly, the existing 
practices could not lx* changed very soon, and secondly, the 
other banks did not make use ofHhe Reserve Bank. 

Similar Difficulties in Imiia, It may well be feartd that 
the Reserve Bank of India, when and if it comes into being, 
will be faced with some of the siime kind of difticulties which 
beset the Reserve Bank of Africa. Unlike Africa, it is true, 
India has known the tise of hundis for centuries past, but, like 
Africa, in India the tnide bills are not available to the 
modem banks in sufiicient quantities for purpxsc‘s of discount 
or re-discdtint. This, as we saw in a previous chapter, is 
because, in the first place, the indigenous bankers do not 
discount thek customers' hundis with the joint-stock banks 
except when there is a great demand for accommodation and 
Jheir own resources run out and, in the second place, S>ecause 
^the joint-stock banks do not deem it safe to purchase bills 
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direct from the small traders, without the indigenous bankers* 
endorsement, l)ecause such bills arc not accompanied by any 
titles to or evidence of gocxls and only carry with them the 
persona] stxurity of the small traders. Above all, a fact 
which is often not realised, but has been already brought 
out in a previous chapter, most of the financing of agri* 
cultural industry and internal trade in India is done by 
means of silver currency and notes rather than by bills, It 
is not easy to see how\ by the mere creation of the new 
I>!(‘serve Bank, these conditions will so change as to provide 
bills in appreciably larger numbers. 

The Currency Commission, not unmindful of such diffi- 
culties. has specifically recommended the abolition of stamp 
duties on the bills of exchange, with a view' to encouraging 
their use. The suggestion has be en accej>ted by the Govern- 
ment in regard to cheques, and it may Ik* hoped that this 
wall tend to stimulate their popularity and increases their 
currcq^cy. 

If sjxrcial efforts, like the abolition of present stamp duties 
on htiHilis, are made, the time-honoured method of financing 
industrial enterprisers i>y tlu* cash cretiil may be replaced 
by bills, but we sliare w'it!i*Mr. M. M. S. Gubbay, General 
Manager. P. A* O, Banking Corporation. Ltd., Kx-Controiler 
of Currency and Financial Secretary of the Government />f 
India, tlie opinion to which he gave expression in his paper 
on ‘ Indian Indigenous.Banking/ that the change will be slow. 

' Even assuming that the change comes about rapidly,' 
Mr. Gubbay has well put it, ' we shall still be l^ft with the 
position that there will be lying bc^yond the influence and 
reach of the central authority a very considerable, jierhaps 
a preponderatingly large amount of financial and commercial 
transactions which, in the hands of bazaar deaU*rs in credit, 
will be only indirectly responsive to tfie bank rate fdUcy/ * 

« • 

» See Mr. citUbbAy'!* in th/» Jourr.al d/ iki Royal 5oci«/y# 

0 / Aris, ind Dm' mix?! . tvi7. p 
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The problem ot the future of indigenous banking may 
now be re-stated in the following form. How sliould the 
indigenous bankers and money-lenders be linked to the 
Indian joint-stock bapks through the development of an 
indigenous bill market that both may respond to the policy 
of a Centra! Bank ? 


3. sij<;gested solutions. 

Increasmg Coftiact of Indigenous Bankers with Bank 
Branches, Now it is suggested by some eminent authorities 
on Indian and Central Banking, among which mention may 
be made of Sir Henry Strakosch, that the best way to secure 
the growth of a co-ordinated cnxMi system in India is to do 
three things. Firstly, establish the new Reserve Bank, 
secondly, establish a strong link between the joint-stock 
banks and the Reserve Bank, and thirdly, establish a close 
contact between the indigenous bankers and the joint-st<x:k 
banks by dev^eloping the functions of the endorsing shroff} 
It is easy to do the first tw-o ; it is with the third that we 
are most concerned. 

In order that the indigenous bankers and money-lenders 
may be brought into such clos^ touch with the joint-stock 
banks as to be susceptible to the central bank rates, three 
tlnngs seem to be essential. In the first p>lacc, either the 
joint-stock banks must spread their branches all over the 
cotintry in order to facilitate contact with the indigenous 
agencies, or the latter should be so organized as to form an 
effective lirik between the village constituents and the joint- 
stock banks. In the second pdace, cash must give way to 
bills in th<! financial and commercial operations in the country. 
In the third place, the indigenous bankers and money-lenders 
must change their existing practice and perform the same 
functienls in the India,n money-market as are rendered by 

4M< 

I ^ Sec Sir Henry V prcfsideniial remarks on Mr, C»ubt>ay's paper. ]&m^l 
the Soot/v ^fAwts, and December, 1027, pp. 70-74. 
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the money and discount broker in the London money- 
market. 

As regards the first requirement, namely, that the 
joint-stock banks should extend t|ieir activities into the 
interior of the country, it will be remembered that their 
present position is such as to force on them the necessity of 
consolidating the existing ground before embarking on any 
extension. We are, under the circumstances, left with the 
other alternative of re organizing the indigenous bankers 
and money-lenders. To this we shall return presently. 

Taking the second jHiint that the bills must replace cash 
in financial and cofiunenaal transactions, this is no easy task 
and can only be achieved by labour and time and a changed 
outlook on the part of the indigenous agency. 

Coming to the third essential, it presupposes, on the one 
hand, a nesv conception of his fumdions by tlie indigeiums 
banker and, on the other, a liberal }K)licv on the part of the 
joinirstock l)anks and the Kesc'rve Bank. 

The present altitude of the indigenous bankers towards 
re-discounting may well be compared to that of the country 
bankers in America, before the war. 

' In our s<Trir>n of the country we are horn and bred Avith an 
antipatliy to re-discounting. It is the last thing that banks up 
our way want to do, and we have not done it nor attemj>ted do 
it since i8oj, not once. We regard it as a signal of weakness, as 
a flag of distress, and would not resort to it except as a last resort. 
But of course, under this projxjsed iihn'isuk?, if it lw?coni<'S the 
fasliion and is the custom adopted here, 1 imagine riiat the lianks 
will fall into it, although it is something that the conservative 
bank will hesitate a long time alxait doing— borrowing money 
and endorsing everybody's note to hire intmey to lend sornelxKly 
else.' * 

• 

‘Statement of N. F, Ik>ofield, Vice-President* Firet liaok, 

Atiatin, Minn., Hearings betorc the Cfmmt/ter on Banktn^ nnd Curr^ncy^ 
•baited Sfktes Senate, 63rd CongreiHi, ist Session. Senate Document, 

No. 231. vol. ti. p. 2462. 
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As Sir Henry Strakasch rightly pointed out in his presi- 
dential remarks on Mr. Gubbay’s pajKT to which reference 
has already Iwen made, the change of practice in America 
came about in a wonderfully short time. This is clearly 


brought out by the following figures * : 

VOLI MK DVRING THE MoNTH. 

Millions*. 

1 Sept. 1 

1 Sept, j .Sept, 

j >915. 1 

1 Kjib 1 1917. 

Bills Discounted 1 | 

; ! 

1 1 

(Bills discounted for Member Hanks) - | i.j | 

14 1 54 « 

Bills Bought in 0 |:H^n Market j 

1 

i 

(Bankers' and trade accept anct‘s) - j 5 

37 ! ^<>9 

} 

! 1 

; 19 i 

51 * h 57 


From this, however, it does not necessiirily follow ^that 
progress in India, consecjuent u}>on the establisliment of the 
proj>osed Reserve Bank, will be as rapid as it was in America 
after the institution of the hVderal Reserve system. For 
one thing, as Sir Henry Strakoschriimself remarked, 'America 
entered the war in 10^7, and that might have a good deal 
to jlo with the sudden increase of bills discounted, lK)ught in 
that year/ * lieside.s it must not be forgotten that in 1913 
there were in America approximately jo.ckm) ^ independent 
banking institutions of all kinds, while the corresponding 
figure for joint-stock banks in India for 1926 is a little over 
600 establishments. The indigenous banktTS, on our 
showing, do not stand on the siiine footing as the pre-w^ar 
country bankers of America, even though they resemble them 
in their attitude towards re-discounting of bills. 

* J^urM 0/ Ik* S0€Ut)t 0/ AHs, and Diicember, 1927. p. 7a. 

• IbiA, p 75. # ^ 

' • Thf ABC of thi Fedorai Resent System, by E. W. Kemmerer, Princeton, 
1926, p. 
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The weight of all the foregoing considerations forces us 
to the conclusion that the degree of control of the whole 
credit fabric by the central bank must defM?nd uj>on the extent 
to which the indigenous bankers c^n l>e re-organized and 
linked to the joint-stCK :k banks. In their education, con- 
solidation and re-organization must therefore lie the hope 
of a successful banking structure for India and it is with 
such banking foundation that the prosperity of the country 
is indissolubly linked. So the jjroblem is one of national 
importance having far-reaching consecpiences. 

Danger of the Indigenous Bankers being Squeezed Out. We 
must, however, guard against the [>ossiblc danger of some of 
the indigenous bankers and money-lenders being squeezed 
out, as a result of the growing cx}>ansion of such agencies as 
the co-ofXTative s<K:icties and the joint-stock banks. No- 
thing could demonstratt* the truth of this statement more 
clearly than the banking history of the great trading nations 
of world during the last two or three centuries. 

The slow hut sure disiippcarance of many indigenous 
money-lenders wall be unfortunate in India, as it will involve 
the loss of a wealth of invaluable knowledge of local con- 
ditions, [XTSonal contact iftid relationships, extending over 
centuries, and of ancient banking methods and practices 
which if retained and judicially mixed with modern up-to- 
date developments should be a source of great strength and 
solidarity to the Indian banking system. 

The belief that the indigenous agency, w'hich has rendered 
yeoman service in the past, is capable of plaj'ing a much 
more important part in the future and of accelerating the 
progress in Indian banking which everyone desites has led 
us to make the following tentative proposals in regard to the 
manner in which the indigenous bankers and pioney-lenders 
may be revitalised aijd re-orgpinized.. • ♦ 

^ New indigenous Banks. The scheme of the indigenous 
bankers' re-organization is quite simple in tt§ theory. Ay 
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that is necessary is that in every village and small town the 
indigenous money-lenders and bankers may combine them- 
selves on the joint-stock principles, thus |x>oling their capital 
resources and forming t^hemselvcs into indigenous joint-stock 
banks. The indigenous money-lenders and bankers, it is 
expected, will act as the directors and paid employees of the 
bank, besides earning dividends on their shares and interest 
on their deposits, if any. 

Functions of New Indigenous Banks. A new indigenous 
bank, as contemplated in the preceding paragraph, will {^>er- 
form the same general functions as belong to a modern joint- 
stock bank, viz., receiving deposits, making loans and dis- 
counting bills of exchange. 

It will therefore be a proper banking institution rather 
than a mere money-lending agency and. in this respect, it 
will be a distinct advance over the existing indigenous agency 
from which it will hav^e been evolved. In banking combina- 
tions lie strength and economy, and strength «ind ecovomy 
inspire confidence and goodwill wliich is the foundation of 
the whole fabric of a sound credit edifice. 

Hoards as Deposits. It is not idle to exjx^ct that with 
sound working, and through th<? demonstration of modern 
banking facilities and their advantages, such a bank sliould 
prev^e a }X)tent factor in tending to create the much-talked- 
of and much-needed banking habits among the |>eople. The 
villagers will feel that it is not unsafe to entrust their savings 
to an institution which they can see with their own eyes, and 
which they know is composed of their prominent and well- 
meaning neighlwirs wliom they have known ail their lives. 
And when they once realise that deposits in a bank mean not 
only safety but also prosperity, it wiU V the dawm of a new 
era in w^hkh ^lormant hoards will slowly begin to be synony- 
mous with bank deposits, 

^ The more the bank succeeds in making these hoards avail-, 
^ble as its working capital, the greater will be the measure 
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of its usefulness in the area of its activities, and the more 
useful it proves to be, the better will it be able to attract not 
only more and more of these hoards, but also new savings 
which it will tend to encourage, Onc^good will thus lead to 
another and a virtuous circle will take the place of a vicious 
one. 

Tliis mobilisation of the dormant capital resources of the 
countrj^ for the development of the rural areas through the 
proposed indigenous banks will, in itself, be a service of 
inestimable value. But there are besides other immense 
possibilities. 

Loans. The increasing resources of such an indigenous 
bank with the consequent expansion of its business will 
enable it to lend out funds on reasonable terms in place 
of the present extortionate rales of interest. Some business 
of an unproductive nature it will find itself unable to under- 
take, consistent with prudence, but, for that very reason, 
it wili discriminate l>etween productive loans, on the one 
hand, and unproductive, on the other, between provident 
people, on the one hand, and the sjxmdthrift, on the other. 
Such a discrimination will naturally place a premium on the 
habits of thrift, self-help lind labour, and give a great 
impetus to their cultivation. This will of course be an 
asset of considerable value in the economic reconstruction 
of rural India. 

Creation of InMgetwus Paper. The most imfX)rtant of all 
the probable developments in consequence of the formation 
of the new indigenous banks will, however, be the creation 
of small indigenous paper which they will readily discount. 
As is the general practice of joint-stock banks in iSiral areas 
in Canada and elsweh/re. the new indigenous banks in India 
will soon find it best to invest their funds in agricultural or 
commercial paper drawn against commodities, dther in^ 
process c< production, or in the course of transfer from the^ 
producer to the consumer. The indigenous banks will there- ^ 
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fore take steps to encourage the creation of agricultural 
paper for the purpose of financing the agricultural crops as 
well as for the purpose of moving them. Similarly they will 
finance the cottage industries by discounting hundis drawn 
against the commodities under production, rather than by 
granting cash credits. With such agricultural and com- 
mercial paper the new indigenous banks will be best qualified 
to deal, in view of their special knowledge of the local con- 
ditions and the financial standing of their constituents. 

Technical Objection. A technical objection which may be 
raised against the formation of the new indigenous banks 
may now be anticipated. It may probably be urged that 
they will enter into competition with the existing banking 
agencies and thereby adversely affect the growth of banking 
in India. If this should happen, the scheme, w'hatcver 
attractions it might otherwise pos.sess, cannot commend 
itself for a moment. 

In order to examine the validity of the above objection, 
let U.S first enumerate the existing banking agencies. They 
are the indigenous bankers and money-lenders, the co- 
operative credit societies, the joint-stock banks and the 
Imperial Bank of India. Let us now take the.se one by one 
and see how the new indigenous banks will affect them and 
\vhat will be the net effect on the progress of banking in 
India. 

New Indigenous Banks and the Surviving Bankers. In so 
far as the effect of the new indigenous banks on the surviving 
indigenous** bankers and money-lenders is concerned, two 
things might happen. In the first place, some of the re- 
maining indigenous bankers and money-lenders may be led 
to amalgamate their business witlithe^ew institutions either 
because of Ijetter prospects, or through inability to stdftd the 
> force of competition, or as a result of both these causes. In 
the second place, some of the indigenous bankers aijtd monej?- 
lenders may be driven to the necessity of confining them- 



THE FUTURE OF INDIGENOUS BANKING 241 

• 

selves largely to business which the new banks would not 
attempt to touch, viz., to advance funds to the spendthrift 
for unproductive purposes. In so far as the remaining indi- 
genous bankers and money-lenders ani^ilgamate with the new 
institutions, they will strengthen the new banks by bringing 
to them more resources and more business and will help theii 
provident constituents by enabling them to get bettei 
service on favourable terms. Some of their improvident 
customers will therefore be forced either to improve their 
lot or to seek accommodation from the surviving money- 
lenders. In so far as the new' indigenous banks cause the 
remaining indigenous bankers and money-lenders to restrict 
their busine.ss to that of a mere money-lender or paw'n-broker, 
no remedy can be suggested, nor does it much matter. In 
no country is the tribe of money-lenders extinct, but their 
dubious busine.ss is certain to become less and less with the 
increasing prosjx'rity of the people which the indigenous 
bankfi will bring in their wake. The new indigenous banks 
cannot therefore l)e condemned because of tlieir probable 
effect on the surviving indigenous bankers and money- 
lenders. 

New Indigenous Banks etnd Co-operative Credit Societies. 
Next w'e must consider the effect of the new indigenous banks 
on the co-operative credit societies. Now' it has be«n 
already pointed out in the last chapter that there is a wide 
field for credit activities in rural India, that this field is 
increasing and must increase at an accelerated pace and that 
tlie co-operative credit societies, in spite of tlufir progress, 
do not yet cover even half of this field. There is therefore 
ample scojxj for other credit agencies to function? provided 
their interests do not/clash. 

In fact, the proposed indigenous banks, foipied as they 
will be by the amalgamation of sgme of the indigenous 
bankers money-lenders, will take the place of an existing^ 
agency whose existence, at present, is a hindrance to the, 

l.B.I. Q 
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progress of the co-operative societies. For the indigenous 
banks, it will be to their interest to derive advantage from 
the existence and progress of the co-operaitve credit societies 
by discounting indigenous paper which the latter might 
endorse. Such paper will naturally be welcomed by the 
indigenous joint-stock banks, as it will give greater security 
to their business ; while the co-operative credit societies, in 
their turn, will have a ready market at hand in which to 
turn into liquid resources the thrift and honesty of their 
members. So the two will be a source of strength rather 
than of weakness to one another. 

Neu^ Indigenous Banks and Indian Joint-stock Banks, 
Now we come to consider how the proposed indigenous 
banks will affect the existing Indian joint-stock banks. The 
proposal that the new indigenous banks should be first 
started in villages and small towns where Indian joint-stock 
banks do not exist at present must remove all misappre- 
hension in regard to the possibility of any liurtful compf'tition 
arising between the two. In fact, the new' institutions will 
come into being in rural areas, which, as our analysis has 
disclosed, do not offer fertile soil for the latter to plant 
their branches under the preserit economic conditions. We 
might repeat that the immediate question before the Indian 
jeint-stock banks is the consolidation of their present 
position rather than the extension of their business into new 
areas. To this end, the new indigenous banks wall be a help, 
in so far as they succeed in drawing the capital resources of 
the country into the domain of banking and in creating in 
the people the desire to deposit in place of their eagerness to 
borrow. * 

The new indigenous banks win thus be able to render 
useful service in the expansion of sound banking in the rural 
areas for w’hich the present Indian joint-stock banks are not 
competent and are not likely to be for some time^to come 
To the extent that the new banks are formed, they will add 
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to the number and resources of the joint*stock banks in the 
country and remove the reproach which, at present, attaches 
to them in India, 

But perhaps the greatest service oi the new indigenous 
banks to the Indian joint-stock banks will lie in the creation 
of an increasing quantity of indigenous paper which the 
fonner will readily discount and the latter will re-discount. 
So that, on the one hand, the indigenous banks will always 
be able to turn their bills into liquid resources for meeting 
any demands of their customers on them, and on the other 
hand, the joint-stock banks will have the proper means 
available for investing their funds in conformity with modem 
banking principles and practice. 

Neii> Indigenous Banks and Imperial Bank of India, This 
brings us to the question of the relationship of the new indi- 
genous banks to the Imperial Bank of India. The latter, it 
will be remembered, occupies at present a strange |>osition 
in the*Indian money-market. It is neither a central bank 
of the orthodox type, nor an ordinary joint-stock bank. 
According to the recommendations of the Hilton Young 
Commission, a new' Reserve Bank is proposed to be estab- 
lished and the Imperial Bank will then be free to function 
as a commercial bank. The proposed indigenous banks can 
be an instrument of great value in making central banking 
jx^licy effective by providing an open market in indigenous 
bills for the central bank to ojx'rate upon. The central bank, 
in its turn, will thus be able to function as the bankers’ bank 
and assist the indigenous banks by giving to thern*confidence 
that their endorsed paper can be turned into ready cash in 
unlimited quantities. If this hapi)ens, the indigenous banks 
will have provided th/ moSt im}:)ortant missing link between 
the modern money-market and the indigewus money- 
market through the development »f an open diScount 
market. *And this is the goal towards which we are all 
striving. 
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Practical Objection. The technical objection to the forma- 
tion of new indigenous banks, therefore, seems to be un- 
tenable. But we have yet to meet a formidable objection 
from the practical point of view. It may be urged against 
the scheme that although sound in theory, it is a fiasco in 
practice. To begin with, who is to take the initiative in the 
promotion of the proposed banks ? The Government or the 
public ? 

The answer is that the initiative must undoubtedly come 
from the public, and certainly not from the Government. 
There is perhaps no industry in the case of which nationali- 
sation seems more inappropriate than that of banking. One 
of the main causes wiiy the co-ofXTative societies have not 
made such good progress in India as they have done in other 
countries seems to be the large part w'hich the Government 
have played in originating and running the movement in 
India. Of course, in the existing economic conditions of tlie 
country, this was inevitable. But in the building-up joint- 
stock banking in rural India, the initiative and supjwrt must, 
in the first instance, come from the jmblic. 

How are the public to resjx)nd to such a projxisal, wdien 
there is only 13 per cent, male literacy in the country’ ? 
This is another consideration which might well occur to a 
critic. The answer is that this illiteracy must be fought, 
as w^as suggested in the last chapter. But even at present, 
the people who are asked to form thl* new indigenous banks 
are the indigenous bankers and the money-lenders. Few of 
them have received English education, but it is knowm that 
they are far from illiterate. They are well versed in the old 
banking methods and are shrewd enough to be able to learn 
new methods. * V 

Indigenous Bapkers not Conservative, But it may be said 
that \he indigenous hankers are so conservative in their 
outlook that they will simply not look at the luggestiou. 
This kind of criticism does not do full justice to the indi- 
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genous bankers, who have often given evidence of their 
adaptability to new methods or conditions, if only they can 
be made to realise that that way lies their self-interest. For 
instance, we saw% in the sixth chapter, Jiow in the nineteenth 
century, w^hen some new joint-stock banks offered cheap 
facilities for transfering funds from one trade centre to 
another, the indigenous bankers were not slow to take 
advantage of them. In the same chapter, we saw^ also how 
more recently, in our own times, both the traders and the 
indigenous bankers and the money-lenders have been taking 
increasing advantage of the remittance facilities afforded by 
the Government through the Currency and by the Imperial 
Bank since its inauguration in 1921. There is nothing more 
respected in India than a religious injunction, but, as we have 
noticed in the case of the Punjab Mahomedans, in spite of 
the acceptance of interest being forbidden to them by their 
religion, they are now taking to the business of money- 
lending, being driven to it by purely economic forces. Ad- 
• mitting that it is possible to persuade the indigenous bankers 
to combine in order to Siive themselves, who must do the 
persuading ?, The answer is that the banking exj>erts, and 
tlie captains of industry, on fhe one hand, and the increasing 
number of under-graduates and graduates, on the other. 

If the pro|X)sals are acccjited in the original or a modifiq^i 
form by the banking experts of the country, it will be tlieir 
duty to give the ^jghtdead by earnest jjropaganda through 
the vernacular press and in the villages. 

The new indigenous banks will also provide a ntiw oixming 
to the mafiy graduates and under-graduates who are being 
produced every year by the Indian universitiesf and will 
thus go some way ijk solving the problem of unemploy- 
ment among the educated. This might open^a career of 
usefulness also to some of the Indian. young men Wh# come 
abroad for higher studies and who return home only to find 
that the Government posts are limited. 



INDIGENOUS BANKING IN INDIA 


246 

Thus the indigenous bankers in the new indigenous banks 
are assured of playing a most important role in the national 
life of the country. If progress is made along the lines 
indicated* we may lopk forw^ard to the day when not only 
every town* but eveiy^ village in India will have its own joint- 
stock hank* which would perhaps be a branch of the bigger 
joint-stock bank in a principal town. The big joint-stock 
banks may not be many in number* but their total resources 
would compare with those of the principal banks of any other 
country and they would be working under the aegis of a 
central bank. The centnil bank will not be an isolated 
institution of the country, but will be working in unison 
with the central banks of other countries for the common 
weal and w'elfare of the whole world. 

This inquiry may well be conchjdcd with a warning and a 
hope. It is true that the indigenous banking of India has 
its roots in tlie ancient past, the good old days of which we 
are all truly prou<l. Let us, however, not be obsessed ^by the 
remembrance of our past greatness. Dreams of the past’ 
golden age are beautiful, but of no av'ail except in so far as 
they inspire us to action. We cannot live in the past. 
There is the present and the future. What is required is 
.sound constructive work keeping pace with the march of 
progress. With the increasing earnestness of tlie public 
workers, the growing .spread of education — using the word 
in its broadest sense — and of intelligence amongst the 
masses of the jjeople in Indian villages, the growing network 
of modern ‘ credit institutions and credit facilities and the 
growing share of the indigenous banks in this movement, 
will widen the scope of co-operation, leading to the establish- 
ment of a sound banking system such will bring prosperity 
and wealth the peoples of India. 
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itl Total 
Population 

India 

- 

993 # 40 j: 

289,665 

54.470 1 

318.942.4H0 

1 1 

Provinces 

* ' 

(;k|«),009 

20.S. 1 74 

37.-»W 

247.003,293 

10 

Ajmer Marwara 

- 

5.949 

1.920 

I 22 

495. .271 

4 

Assam 

- 

4.7*7 

U573 

34^ 

7,606,230 

z 

Baluchistan 

- 

»iK)8 ! 

224 


420,648 

5 

l^*ngal - 

- 

153.044 

46.] 10 

4.010 

46.6<25,536 

11 

liehar and Or»ssa 


39.235 

12.762 

•2.345 

34.002,189 

4 

l^mbay - 

- 

7 2 . you 

-*3.5^3 

^.«47 

19,348,219 

*4 

Burma - 

> 

22.210 

•8,706 

2, </.><> 

13,21 2, 192 

9 

Central Provinces 
and Bcrar - 

_ 

35.^^23 

H.243 

3.34<> 

i r3,9t2.7(>o 

10 

Coorg 

- 

204 

9<> 

16 

163,838 

7 

Delhi - 

* 

5.474 

UI97 

108 

488.188 


Madnis - 

■> 

103,924 

7^0,101 

9,962 

42.3 i 8.(/85 

10 

N orth -W est Front icr 
Province 

4.309 

1.698 


i. 251. 340 

7 . 

Punjab - 

- 1 

138,015 

35.043 

; 3.089 

20,685,024 

18 

United Provinces 

1 

112.686 


8.399 

45.37i7S7 

9 
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Number of Bankers, Money-Lenders and their HmplovIiS 
IN 1921 — Continued. 



Total i 
Workers ! 
and I 

Actual Workers. 

Population. ! 

i 

Actual 
Workers 
per 10, OCX) 


Depend- 

ants. 

Males. 

I'einales. 


of Total 
Population 

States and Agencies : 
Assam State (Mani- 
pur) - 

5 

5 


3H4.016 

*I 

Bill uc h ist a n St a 1 c's 

274 

Ho 

— 

37»*.‘»27 

2 

Banxia State 

15.75* ; 

3.K5.! 

1.244 : 

2,1 20,522 

24 

Ikngal Stales 

2, at *7 

1.002 1 

37 ; 

H<>(».o2<> 

1 I 

Hehar and Orissa 
States 

^.*54 

Hoi 

] (»4 1 

3,()59.66 o 

2 

liombay States - ' 

5'.3'« 

12.1 72 

3.013 1 

7.400,420 

20 

Central (India 

(Agency) - - 1 

21 ,()l6 

b.709 

l,2t>7 

5.907.«*M I 

13 

Centnil I’rovinces 
States “ - 1 

* 

55H 1 

^3S 

z,of.i6,()Oo j 

4 

Gwalior States 

i5,o<K5 

4.Hb3 j 

i.ioi ! 

3.18O.075 

19 

Hyderabad Stati' - 

21,8oI 

o .(>98 I 

2.025 

1^.471.770 

c ^ 

Kashmir State 

2,8<40 ! 

b54 i 

4 5 

3.3^^».5i^'^ 

2 

Madnis States - ! 

25.«50 

5.H3H 

‘’.3-17 

5.4()C>,3i 2 

15 

Mysore State 

0,b29 

2.284 

573 

5.97H.H9.1 

5 

North West I ron* 
tier Province 
(Agencies and 
Tributaries) 




i.H25.i3() 

1 

1 

/ 

ihinjab States 

1 

5.773 

30H 

i 4, 419,030, 

14 

R a j pr, tana ( Agen c y ) 

‘''».733 1 

20 . 45 *^^ 

1 4 . 1 ’ 3 '» 

O.H4 4,384 

34 

Tnited Provinces 
Stales 

1 . 27 -t 

1 <>33 

1 

7 V 

1,134,881 

1 b 

! 
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Rates of Interest Charged by the Co-operative Credit 
Societies in the Various Provinces, 1925-26 



1 On Borrowings. « 

j On larntliugs. 

i 


Agricultural 

SiK'ieties. 

I Non- 

j agricultural 

I StK'ieties. 

2\gi‘tcultural 

SHJCieties. 

Non- 

agricultural 

ikKrielies. 

British India : 
Madras - 

7 i to 8i 

f>l to 8 

1 

vj to I2l 

Bombay 

'-i 

-I 

! <>j 

and 12} 

Ik'ngal - 

oj and loJJ 

ol and !o}g 


ijJ and I5|i 

liehar and 
Orissa 

1 

i 

I 5 i 

12 J and 15I 

Tnited ITo- 





Vinces 

1 

0 i 

05 ' 

*5 

Punjab - 

I 

8 and 8J < 

► lii 


Burma - 

i 10 


•5 


('entrai Pro- 
vinces and 

i i 



BtTar - 

; 10 

lo 

12 and 15 

j 2 

Assam ^ 

loj i 

<>! 


</ and 1 2 4 

North-West 

I-'rontitT 

i 


1 

1 

1 i 

ITovince 

** 

..... 

1 

9 and 124 

Coorg 

j oj and 1 

6J and 8J 


124 

Ajmer Marwara 

<) i 

i 9 

12 

i 1 2 

Delhi 

0 

! • 9 

I 2 i 

124 

V 

Indian Slates 

i 

[ 

1 

M y sore - 

i 

! 

' 0 to 12* 

1 9 to 12 

Banxla - 

6 to 7j 

4 7 l 

9 i 

(>} amfvjl 

Hyderabad 

I 9 

'> 

124 

12 

Bhopal 

9 • 

1 

12 



(iwalior * 

12 

12* 

>5 


Indore - 

' 9 

6 

12 to 15 

h 

Kashmir 

9 

9 

I 2 i * 

124 

Travancore 

8 i 

1 7* to 81 

lOj 

104 

Ck)chin > 

(1 to 9 

i 6 to 9 

>i| to 12J ^ 

9J to 124 


(N.B, r Figures marked • lyc for *1924 25, later figures being not available, 

2. The alxive tables are compiled from Staiements skoigin^ the Progress of 
the Co-operative Movement in India during fhe year 

* (The figures of Assam are for i924>25.) 
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Economics Department, 

University of Allahabad, 

Dear Sir, March, 1926. 

I ho|>e you will bet good enough to pardon the liberty 
I am taking in addressing the accompanying Questionnaire on 
‘ Indian Indigenous Banking ‘ to you. 

I am making a special study of this subject and am very shortly 
proceeding to England to complete my work under the direction 
of tlie Professors of the London School of Economics and am 
therefore seeking for help and assistance, in order to make as 
comprehensive a survey of the problem as my limited time and 
ctnergics would permit me. 

1 am inspired to seek for your help anti guidance, bccaustt I feel 
that the knowledge and cx|)erience at your disf>osal woukl be 
invaluable to me in my study. I need hardly ssLy that I shall be 
det’ply grateful for any assistance that you may be i>leased to 
render me. 

I am conscious that I am making a very big demand on your 
time and energies, and so 1 would request you to help me in any 
part of the questionnaire that you can, without putting yourself 
to thuch labour or inconvenience. 

1 may assure you that the source of the information you are 
good enough to supply will not be giv'en out without your express 
“ jxjrmission, I wdll also treat as strictly confidential any informa- 
tion you may desire to give me on that condition, and it will not 
be published. 

I shall be^obliged if you could kindly send me a reply at your 
earliest convenience as I hopc^ to be leaving India by the end of 
April. 

Yours truly, 

• 

Lecturer in Currency Sc Banking and Stati^ics, 
University of Allahabad, 
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QUESTIONNAIRE 

INDIGENOUS BANKING IN INDIA. 

N./?.™ Kindly note the use* of the following terms which will Ihj observed 
throughout the Questionnaire. 

A banker means any individual or private firm w^hicb either receives 
deposits or deals in hundis or both. 

A moveydender means any individual or private firm which lends, but 
does not usually receive deposits or deal in hundts. 

Indt^enous Hanktng include.H all the ordinary transactions of private 
bankers and money-lenders in India, but excludes the operations of Joint 
Stock Hanks and Co-operative Credit StKieties 

l^tRT I. 

1. What are the functions of a money-lender or banker in your 
part of the country^ ? Ivnumerate all the kinds of business which 
he transacts. 

2. Flow and to what extent dues a money-lender or banker of 
your region assist in financing the following : 

(1) industries, factory, (b) cottage ; 

(2) agriculture ; 

(3) internal tra<ie ; 

(4) externaJ trade. 

3. Describe the organization of the money-lt iuh rs and )}ankcrs 
of your region with regard the size of their laisiness ; (h) the 
inter-connection, if any, of one unit or house with other units, 
houses or banks, agents or corrcs[xmdenls within the country or 
outside ; (r) the extent of such connections and (d) their busitiess 
relations with Joint-stock lianks or Co-0|KTative Oedit Societies. 

4. State and describe the various methods of an indigenous 
banker in {a) granting loans, (h) allowing cash credits, (e) receiving* 
deposits on interest, {d) transferring money from one place or 
person to another (use of cheques or notes or Imndis-- drawing, 
discounting and accepting, etc.), and the extent of tlje use of each 
in the town and district ^separately. Give reasons, if possible, 
for these difference^ in the use of different credit instruments* 

5. W’hat arc the various forms of hundis use<> ? 

6. What place does the hundi take in the modetli money- 

market, •especially in Indian States ? ^ 

7. Wliat are the special features of agricultural loans ? Wlif t 
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are the rates of interest in the case of such loans ? Are there any 
Co-operative Credit S^xietics in your town or district ? 

8. What are the conditions and causes of indebtedness in your 
town and district ? what pur[x>sc^ are the loans asked ? 
Who arc the usual borrowers ? 

9. What are the various rates and forms of interest prevailing 
in your town and district for other than agricultural loans on 
different kinds of securitiers — nif>vable or immovable ? l*-xplain 
the nature of these sitcurities, 

10. Could you kindly a series of rates of Intercast kept 

monthly or yearly going hack for as many years as [msible ? In 
giving such rates of interest, please state the nature of securitic^s 
to which a particular w rites relates. 

Ji. What were the minimum and maximum rates IwtwtTn 
which interest fluctuaterl in accordance with the nat\ire of 
security during 1924 and 192*)? What are the causes of the 
difference ? 

12. Are the rates of interest subject to seasonal ihu tuations. 
If S(i. in what manner and vv!»y ^ If |K>ssible, please give a table 
of fluctuations. 

13. Is there any relation between the private rate of interest 
and the rate of the lm|H‘rial Bank of India ? How dt»es the one 
influence the other ? 

14. Beside the interest, do the fiebtors have to pay some- 
thing as a present ^ m gc gwrl etc. ? Please 

enumerate and exj>lain all these kinds of jK*tty payments with 
thi^y resjH‘Ctive amounts. 


Pari 11. 

15. What are the castes of the jn^rsons engaged in indigenous 
banking in your town and district ? Have they any si>ecial local 
trade names and do they fonn a class or caste of their own ? 

Ul Namg the princi]>id private banking houses, if any, in 
your Uxahty. For how many years and generations have they 
uninterruptedly continued ? ^ 

17, Is it a fact that* very few Mahomtxians are bankers and that 
they do mi usually take or give interest on deposits and loans ? 

^18. Are your bankers exclusively devoted to the buliness of ^ 
baking ? If not* what other businesses do they combine with 
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it ? Are these primary or secondary ? Are there many who 
devote their time entirely to banking or money lending ? 

19. Could you |x>ssibly supply some statistics relating to the 
amount of capital investc^d in iiuligeno^ banking by uuitvUiuajs 
or hmts in your region ? 

20. Would you kindly procure sani|>le copies of any written 
documents or deeds used in coniu*ction with indigenous banking 
in your hx'ality such as hundis. promissory nott‘s. receipts for 
deposits, etc. ? Please* explain the tenm and abbreviations used, 
if you think ntHressary. 

21. Are there any transactions in which written documents are 
not use<l, but verlnd statements have the force of contracts ? 
If so, CiUild you kindly write <nit the .statements usually made ? 
Is (his generally done in the preja iice of one or more witnesses ? 

22. Desi'rilx* the indigemnis system of kee|)mg account.s and 
calculating interest. State any sj[>ei*ia! jxnnts of merit or defects 
in the system. 

23. Do you know of any secret trade language, proverbs and 
anecdotes concerning indigenous bankers which may l>e of 
intenjpt ? 

24. Have you noticed any change.s or modification in the inili- 
genous system of hanking due to {a) luiglish systerm of banking, 
{b) nuKlern methods of commerce, or (c) any other cause ? 

25. In what manner have^the changes referred to in y. 24 

affected the jx^ition of the indigenous banking system in India ? 
Could you suggest ways in which it could Ik* improved. f)rgani/.ed 
and consolidated ? • 

2(1. Pleiise suggest the sources of information on the subject of 
indigenous banking in Indiasuch as manuscripts, bm*ks, pamphlet.s, 
articles in any language and names of jxrrsons who arc likely to 
possess sjxxiai krKmhxige of the subject. « 

27, Any other suggestions or information that you may be 
pleased to offer wail be gratefully appreciated. 
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List of those who responded to the Questionnaire, 

1. Director of Industries, Government of Central Provinces. 

2. Sirdar M. V. Kibe Bahadur, Deputy IMrnc Minister. Indore 
State. 

3. Secretary, Development Department, Government of 
Mysore. 

4. Manager, Dawson Bank Ltd., Pyaj-K)!!, Burma. 

5. Secretary and Manager, The Bombay Shroffs’ Association, 
Bombay. 

6. Prof. Hira Lai Jain, King Edward College, Amraoti, 
Central Provinces. 

7. Jamna Prasad Jain, Esq., Income-Tax OtTicer, Jubbaipore, 
Central Provinces. 

8. Seth Tara Chandji Barjatyar Banker, Khandwa, C.P. 

9. Seth Ganeshi Laiji, Head Munim of the Firm of Sir Sarup 
Chandji Hukam Chandji. Bankers, Indore, CJ. 

10. Shil Chandra Jain, Esq., Indore, CJ, 

11. Jagan Nath, E$<p, Auditor, Delhi and United Provinces. 

12. Baimukand Jain, Esq., Head Master, Jaina High School, 
Fanipat, The Punjab. 

13. L, Balwant Rai Jain, Banker, Lahore, The Punjab. 

14. K. Banthia, Esq., Ajmer, Rajputana. 

15. L. Kailash Chandra Jain, Banker, Allahabad^ United 
Provinces. 

16. Rarn Din Vaish, Esq.. Vakil, Bijnor, U.P. 

17. Kamta Prasad Jain, Esq., Military Banker, Etab, U.P. 

x 8 . Ram Narayan Gupta, Esq., Advocate, Etawah. 

*56 
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19. M. 1 . R. Khan, Esq., Pilibhit, U.P, 

20. Bhagvvan Das, Esq., Head Master, Govt. High School, 
Lalitpur, U.P. 

21. L. Uttam Chand Jain, Zamindar atid Hanker, Meenit, 

The following students of iny B.A. {Economics) class, University 
of Ailaiiabad, I925>26 : 

22. Mr. Ram Ciiandra Agrawala. Banker, Allahabad, U‘./\ 

23. Mr. Bishan Narayan Nigam. Cawnj)t)re. U.P. 
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GLOSSARY OF INDIGENOUS TERMS* 


{Htftfencts ate to pa^es.) 


Abwab (ccss), io6. 

Adavi (security), 40. 

Adhanni (half>aima). 04. 

Arat (brokerage). 53. 

Aratia (agent, broker), 53. 68. 

Asami (customer)^ 62. 

Bahi (account-book). (>o, 68, 83. 
io8. loq. 

Banaj (same as vantjya, also Kisf), 
62. 

Bandar (system of holding stocks 
obtained cheaply for selling at an 
opportune time), 106. 

Bania ( trader . a contemptuous word 
for a money-lender), 7, 17, 122, 
»75 * 

Banutfi (same as Bania), 17. 

Baramasi (annual), 80. 

Bargad (same as Barkat), 92. 

Barkai (blessing). 02. 

Batai (a system of loan in kind lb 
which the money-lender and 
borrower agree to share the pro- 
duce raised by the latter), 68. 

Basaar (indigenous money-market}. 

231 

Bazaar rats (rate at which the small 
traders' kund%$ arc discounted by 
the indigenous bankers), 41, 97, 
98. 101-3, 183-4. 186. 

Bha$ (brother), 75, 77, 79, 83, 

87. 89. 

Bhog bhunduk (usufructuary mort- 
gage). 6i«. 

Bf/ (seed), 68. ^ 

BismUlah (blessing). 02. * 

Cha Jenni (same as shahjaham). ii. 

CkaUu khata (current credit account). 

• 69. • 

* Excluding names of «cast« 


Chit association (same a.s sla nidki), 
199. 

Chouttrfss (rest-houses). 31, 

Cotams (shells). 11, 12. 

Crors (10,000.000). 29, 127. 

DakhtUas (bankers' notes payable 
in a certain numlier of days), 22, 

Daial (broker), 105, 

Dam (a copper coin, in Akbar's 
reign. Ath rupee), 13. 

Damdopat (ancient rule by which 
interest could in no case exc.eed 
the principal). 97. 

Uamri (a copper coin, i <lam), 13. 

JMrshapi% hundt (sight bill), 72, 73, 
81. 

Dastavez (Ixind), 60. 

Vast gurda (credit by word of 
mouth), 63. 

iJasiuri (commission), 105, 106. 

Dekhanhar hundi (hundt payable to 
bearer), 73, 78. 

Derha or Verht (same as Dyodha), 

Dhant (a person), 78. 

Vkanijog hundt (hundi payable to a 
person), 78. 

Dhaniwar khata (personal ' ledger '), 

83 

Dkaram gala (granary, grain bank). 
202, 

Dkaramkhaia (charily fund). 29. 
104. 106, 

Dharna (method of dunning), 9. 

Dipawali (same as BtBult), 90. 

DtsH bhunduk (samf as dritkti 
bhunduk), bin. 

Diwali (a Hindu festival). 90. 

Doan ox Doona (dq|ible). 67. 

Drishti bhunduk (orcUAs^ mort* 
gaget 6iti. ^ 

Dyodha (one and a half times). 67, 9jj. 

and geographic^ names. ^ 
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Sksovisdini (appertaining to 120 
days), 80. 

Ela nidhis (indigenous cooperative 
societies of Madras), 199. 

Firman (order), 78. t 

Firmanjag ku^i (hundi payable to 
order), 78- 

Fnssilbundee (estimated produce of 
the harvest), 19. 

Gangaji (the holy river Ganges). 105, 

Ganth khulai (same as gunth khulai), 
105, 

GUa$ (days of grace). 80. 

Girvin (pawning), 66, 106, 149. 

Gumaihta (agent, correspondent, 
clerk), 36. 40, X06. 

Gunih khulai (opening the strings of 
the purse by the money-lender), 
105. 

Gy Of ah panck (eleven leaders), 40. 

Haiiyat (credit). 128. 

Hari (cultivator). 201. 

Hath l/dkar (same as dast gurda), 63. 

Hundi (bill of exchange. che«ju<*. 
pro-note). 3, 7, 35-6. 41. 42. 45. 
5*. 53. b9-73. 75. 77-'*^<>. 97- 
175-181. 183-184, 186, 192, 232, 
240. 

Hundi tola. Imperial Bank of India 
rate at which the Imperial Bank 
discounts or re-discounts first 
class three months* bills). 

Hundiyana (same as hundiyavana), 

81. 97. I3S- 

H 4 nd%yavana (discount charges). 

81. 97* 

Iktatkdini (appertaining to 61 days) 
80. 

Itaqas (circles). 107-8. 

Jnam (present), 106. 

In-dana (money-lending), 6. 

In^pdnnani J^j^t-sheet). 7. 

I/laq (cash-order), 10. 

Jagai Silk (world banker), 15, 18. 

Jal^^ah (a silver rupee of Akbar’s 
reign), 13. 131^. 

Jdiakas stories of Buddha), 

4 - 7 - 

^Hkri ckUklki (especially endorsed 

, 82. 


Jdkkami hundi (hundi with insur- 
ance policy combined), 71. 73, 
78. 

Jumma (total dues), 19. 

Kala (one-sixteentb), 4. 

Kdrshapana (20 maskas), 5. 

Katmiti (method of calculating 
interest), go. 

Khadl (hundi the payment of which 
is deferred), 80. 

Khdtd (account), 83. 

Khdtd hahi (ledger), 83. 

Khatn (granary), 44. 

Khawdi (consumption, mainten- 
ance), 68. 

Khazannati ski (same as Narainy), 
19. 

Khtllat (robes of honour). 15. 

Khoha (original hundi), 82. 

Kirar (a contemptuous term for a 
hhatfi money-lender). 33, 122. 

Ktshhundee (instalments). 19. 

Kisl (instalment, methcKi of lending 
on an instalment principle), 22. 

Kisttya (money-lenders), 107. 

Kos (two milc-s), 10. 

Kovilvasal Mariyal (temple <?juncil), 
40. 

Kustdin (usurer), 4. 


Labh (profit), 92. 

Labo (same as labh), 92. 

Lakh (100.000), 20, 37-8, 63, 219. 
l.amhardar (head man resfx>nsible 
for the payment of revenue), 
192. 

Lathi (stick), 69. 

/.uff/uni. (pledge of produce), 68. 
l.ikhat (writing charges), X05. 
Likhnaiwala dhani (drawer of a 
hundi), 73. 

Magamai (same as dharamkhata), 
2gn, 

Mahajan (banker, money-lender), 
7 ”. 39 . 44. J20-I, 146. 175, 

215. 

Mahajani (pertaining to a mahajan), 

90 

Maijar (fourth copy of p hundi), dt, 
89. 

Mcndi (exchange mart), 52. 
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Mani (same as maund), 44)1. 

Masha iota), 1^-13. 

Maund (40 seers), 95. 

Mehajun (see mahajan) 

Miadi hundi (usance bill), 72. 

Muddaii hundi (usance bill), 72. 
73, 80-81. 

Muddaii khavedi (mortgage oi lauded 
property in which the land lapses to 
the lender if the loan is not paid 
within the time stipulated). 6tti. 

Mukhta (chief or leader), 35. 

Munim (agent, correspondent, 
clerk), 36. 105. 108. 

Munsht (writer, clerk), 105. 

Nagar Seth (city banker), 71. 

Naik (leader, a term formerly em- 
ployed in Miiharashtra for a 
banker), 30W. 

Najar gahan (mortgage of real pro- 
fHsrty), 6on. 

Kakal (notice of a hundi), 78. 

Nakal baht {'* journal '*), 83. 

Naratny (coins formerly current in 
Cooch Behar), 19. 

Nazrana (fee, present), 105. 

Nikrat^ikrat (jxinalty in the case of 
an invalidated hundt), 82. 

Nou das (nine-ten, an example of 
hist system), 63W. 

Pagoda (ancient gold of 

Madras), 24. • 

Patkar (money-lender), 44. 

Paisa (j[ anna), xi-12. 

Patth (second copy of a hundt). 82. 
85, 87. 89. 

Panch (five leaders), 82, 89. 

Panchayai (council of the five 
leaders), 192. 

Panchayati (same as Maijar), 82, 

89. 

Parpaiih (third copy of a hundi), 


Raiyai (cultivator), 1 10. 
Rakhyaiwala dhani (payee), 73. 
Rasid (receipt), 55. 

Rehat (same as Kist), 62. 

Rokad (cash), 83. 

Hokad iaht ('* cash book '*), 83. 
j Rna (debt), 3. 

Rnam-santm (payment of debt). 4, 
Rotnameha C* day book ’*), 83. 
Rujahi (daily, a kind of ktsi). 63. 


Sah (trader, resf)ectable pt^rson), 78, 
Sahjog hundt (hundt }>ayablc to a 
respectable |>erson), 78. 

.S‘aAt#A*tfr( money lender, banker), 7W. 
Sahukah liyaj (interest among 
bankers). 05. 

Sakarna (discounting of a hundi), 

81. 

Salami (same as nazrana), 105. 
Samvata (Hindu era commencing 
from 57 n.c ), 75. 77, 85, 87, 
89. 

Sangh (religious order), 0. 

Sapha (onc-cighth), 4. 

Saraogis (see Sravakas), 29. 

SarraJ (same as Shroff), 14. 

Sawaya (one and a ((uarter), 07. 93. 
Seer (4,900 grams Troy), 139- 
Sepoys (messengers), 105, to8, 152. 
Seih or Set or Sheth (banker). 5, 13. 
Shah (money-lender, l>orrower), 173. 
Shahjaham (of the reign ot Shah- 
jahan), 11. 

S'kansah (principal gold coin of 
Akbar's reign), Z2. • 

Shroff (goldsmith, banker), ix, 19, 

24-25. 4 '. 78. 234. 

Sthka (com), 24. 

Strkar (Government), 207. 

Sood bahi (interest book), 90. 
Sowkar (see Sahukarf, 2 1 , 

Sradh (death anniversary), 118, 
Sravakas (jaina lait^|,^^29. 


82, 87, 89, 

Pathshaia (school), 31. 

PaUa Palawan (mortgage terminable 1 Sudbharna (same as bhunduk), 
after a stipulated period of time), ^ 61 n. 

fit. * Suki (the smallest silver com of 

Pie (^\th anna), 39, 178^. Akbar’s reign), 13. 

Podars (money-changers), 24. Sultawa Ptdtawa (Mortgage repay* 

able •on an instalma^^t^ system). 


^Rahan napt^ (mortgage deed), fio. 
Rahas (a gold coin of Akbar's 
reign), 12. 


61. 

Swadeshi (indigenous), 150. 

Syces (grooms and stable men), 34^ 
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Tuk* $ahan (mortgage of property 
in which land can be recover^ by 
the borrower on repayment of 
duesK 

Taccavi (advance. State loan), 120, 
i8a-i8g, 219* ♦ 

Tahsil (sub-divkion of a district). 

129. *32- 

Tamassuh Kisibandi (bond executed 
in the Misi system). 64. 

Thaiii ka munh khulai (same as 
gunth hhulai), 105. 

r/i«g (robber). 122. 

Ticket bahi (stamp book, a system of 
money-lending as a form of book- 
credit). 60, 

Toia (180 grains). X2, 66. 

Uparwala dhani (drawee of a hundi), 
73 

Vaddhi (same as Vraddhi), 6. 

Vairavi (agent of a temple council). 

. 40. 


Vakil (lawyer), 108. 

Vania or Vanio (same as bania), 7. 

Vanijya {trade), jn. 

Varna (caste), 9. 

Vedas (Hindu Scriptures), 4. 

Vraddhi (usury). 6. 

Vyaj baki (same as sood bahi), 90. 

Vyavahara (trade, usage). 33 m. 

Yedu (Telegu for seven, weeping), 
92. 

Zamin (surety), 55. 

Zamindar (land-holder). 38. 45, 68, 
I9I-I93- 

Zarpeshgi (usufructuary mortgage 
in which the mortgagor is en- 
titled to any surplus in the income 
from the mortgage over and above 
the stipulated interest), 61. 

Ziladar (subordinate revenue col- 
lector), 192. 



INDEX 


A BC of the Federal Resert e System, 
236 «*, 

Abul-Fazl'i 'Ailahmi, 12 ft. 

Abwab (illegal charge), rof». 

Account -bo«)ks, 83. 90 : fraudulent 
practices with. locjj-io. 

Accounting, indigenous system of, 
83. 90-1 ; taught in primary 
schools. 210. 

Agra, 12, 14, 133. 134. 

Agra and I'liitcd Service Bank. 
Ltd., 142, 143, 140. 

Agra Savings Bank. 143. 

Agra Savings Fund, 142. 

Agricultural castes ami land transfer, 
190. 

Agricultural indebtedness, 124-34. 
175 - 

AgfiAdtural Indebtedness in India, 
Note on, 126 «*, 127 »»*. 

Agricultural lx)ans Act (1884), 188, 

Agriculture, financing of, 35. 39, 
42, 50-2, 67-8. 116, 174, 230. 

239-40. • 

Agriculture, Royal Commission on, 
95 n, 123 w*, 124, 129 «. 132, 190, 
222, 228. 

Ahmadabad. 12, 14, 46. 71. 173. 

Ahmadnagar, 125. 

Ain-i Akbari, the, 12. 13, 14. 

Ajmer Marwara, 126, 202; 205. 

Akbar, Emperor, coinage in reign 
of, 12-14, 23. 

Alam Shah, 24. 

Albert-Victoiia Hospital, Madura, 

3 *. 

Alexander & Co., 141. 

Allahabad, 107, 189-90, 212-13^; 
Bank. 149, 160, 178-9; Bniver- 
stty, X, 212 n. m 

Alliance Bank of Simla, 149. 

Annals and Antiquities of Rajasthan, 
146 n*. 

Anstey, Iftrs, V., x. 

Arcot rupee, 19, 24. , 


Aroras, bankers, 28, 32*3, 33 «*. 

Astif-ud-Dowiah (As*>plud Uimdah), 
Vizier. 20-1. 

Assam, 52, 95, 116, t(K>, 202, 205, 
220. 

Assaying, in Moghul i>eriotl, 14. 

Atharavaveda, the. 4. 

Atmaram Bukhan of Surat, 71. 

Auditing of bank accounts, do- 
fectiv^e, 145. 

Aurangzeb, Emperor. 15, 23. 

Bagcrhat Co-oi>crativc Weaving 
Union, 222. 

Bahadur If, Emperor, 23. 

Ball, Dr. V., 11 u. 

Baluchistan, 159. 

Banaj, see Instalment systems. 

Bandor syvStcm, 100. 

Bangalore, 159. 

IJanias {Vaishyas), 7, 17, 33 «*, 122, 

> 75 - 

Bank of Bengal, i(»2, 103. 

Bank of Calcutta (Hank of Bengal), 
162. 

Bank of Hindustan. 141. 

Bank of India, 151. 

Bank of Madras. 162, 177. 

Bank of Mirzapur, 143, 146. 

Bank of Myssore, 152. 

Bank of Upper Imlia. 153. 

Bankers, Institute of, proposctl,# 
225. 

Bankers' association.^, 39-42. 

banking in India, Rise, Progress 
and Present Condition of, 141 «*, 
142. • ^ 

Banking Inquiry, • demand for 
official, 227-9. 

Banks, grain, 200 ; land and agri- 
cultural 94 tt^4ft04, 218-21 ; Presi- 
dency, see Preside^^^Banks. 

Barela, 29, 126, 133/^21. 

Batai, see xloans in kind. 

Baudhayana, 3, 
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' Baxaar rate,’ 41, 97-8# 101-3. 183-4. 
* 31 - 

Behar and Orissa, 44. 6x, 126. X39» 
169. 202, 203. 

Benares, 14, 18 «*, 22. 107; Bank, 

H4. M5- • 

Bengal, 15, 18-19, 44, 80. 93 w, 106, 
ti6, 125, 126, 127, 128, 133. 159. 
169. 171, 202, 205, 212, 220, 
222-3, 

Bengal, Bank of, 162, 163. 

Bengal Bank (1790-1800), 162 
Bengal District, Economic Life of a, 
94 «♦, 96 «•, 107 n, X09 w. 125 «*, 
126, 127. 

Bengal District Records, Rangpur, 
(1770-1779), 18 n, 19 H. 

Berar, 116, 123, 159, 203-4, 205. 
Bhalla, K. L,, 125. 

Bhog bkunduk, see Mortgages. 
Bhore, J. K,, 124. 

Bhusaval People's Bank, 202. 

Bills of exchange, 7, 14-15, 73 ; see 
also Hundis, 

Blackett. Sir Basil P., x, 179, 180, 
227, 228. 

Blockraaan and jarrett, 12 ti, 

Bohr as, bankers, 33, 62, 63, 
Bombay, 44-5, 46, b(», <>3 w, 98, 
J47*8, 149. 173 * »78r 217* 
Bombay, Bank of, 149. 102-3, 

164. 

Ikimbay Merchants’ Bank, 152, 
Bombay IVesidency, 11 «*, 29, 80, 
no, J23, 125. 126, 158, 150. 
160, 162, 169, 1 71, 189, 199. 201, 
202, 205-O, 207, 214. 219. 

Bon)bay Shroffs* Association, 41-2. 
Bonds (dastaves), Oo, lox. 

Bonficld, N. F., 235 w. 

Borrowers, free labour and supplies 
f by, io 6 ; economic position of, 
*15*39; attitude to creditors, 
121-2 ; nature of indebtedness, 
- 122-3. 

Borrowers’ Protection Bill (1925), 

2 - f 

Borrowing, causes of, 115-19. *23. 

136, 198. 

Bowie, A,, 177-8. 

British Museum, ix , 
Brokerage 105-6. ^ 

Brunyate, J. "B., 141 nK 
Bmtdhist India, 7 nK 
Bdper, G.. 5 if*. 7 


Bttlldey, Miss M. £., x, 
Bundelkhand, 189-90. 

Burhanpur. 14. 

Burma, 126, 159, 160, 169, 204, 
205, 220. 

Burnett-Hurst, Prof. A. R., x, 70, 
93 «. -124. 


Calcutta, 17. 46, 98, 140-2, 146, 173, 
178. 

Calcutta, Bank of (Bank of Bengal), 
162. 

Calcutta Bank (Palmer & Co), 
141-2. 

Calcutta Bankers, Parliamentary Re^ 
turn on (1822), 20 21 

Calvert, M., 127 n\ 213. 

Cambridge Economic Handbooks, 
212. 

Cambridge History^ of India, 4 
5 ft*, 7 M*. 8 ■*. 

Cawnpore, 105, 173; Bank, 144. 

Canada, 239. 

Canal colonies, i()0. 

Carnatic, Nabobs of the, 21. 

Carnatic Debts, Parliamentary Re- 
turn on, (1830), 21 «*. 

Cash-orders {itlaq), 10. 

Ca.stes, banking, 27-33. 

Castes and 'I'ribes of Southern India, 
30 «», 39 «». 

Cattle, hire purchase of, 95, 107 ; 
stized by money-lenders, 107. 

Cattle-traders iis money-lenders, 
35 . 95 - 

Ceded Districts, the, 107. 

Census of India, no ««*”*, 118 n, 
127 «*, 130 n, 131 136 

Central Bank of India, 152. 

Central banking, development of, 
162-73. 

Central India, 30, 44-5, 60, 80, 
126. 

Central Provinces, 44, 45, 55, 67, 
80, 91, 93 ti, 105-6, 1 16, 123, 125, 
126, 133, 136, 160, 169, 203-4, 

^ 205, 207 n, 210, 220. 

Ceremdnies, their cost a cause of 
iKUTowing, \ 18-19, 123, 135. 

Ceylon, 169. 

Chand, Fateh (banker), 15. 

Chand, Seth Manik (banker), 15. 

Chandji, Sir Seth Sarup^ Chasdji 
Httlmm, 29. 
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Charges, additionaJ, by money* 
lenders, 104*6, 159. 

Charity, bankers' charges for. 104*5. 

Chatterji. Sir Atul, x. 

Chattisgarh. 106, 123. 

Cheques, vernacular, 43. 

Chcttiar, Chidabaram, 177. 

Chettiar, Sir Muthia Ct., 177, 

ChitHars, see CheU%s. 

Cketiis, bankers. 28, 29 30-2. 

Child & Co., 141. 

Children, pledged or sold for 
debt. 7. 

Chovdtries (rest-houses), 31. 

Clearing houses. 173, 182. 

Clive, i8. 

Codes, bankers', 91. 

Coins in the Indian Museum, 
*3 *»*• 

Colleges and banking. 212-13. 

Colomlx), 173. 

Columbia University Handl)Ooks. 
212. 

Commercial Bank of Calcutta, 
142. 

Commercial ISank of India, 144. 

Commission Agents' Association, 
41. 

CixKl^Behar. mint, 19 n, 

Cooke, C. N., 25, 70 83 «, 

141 «*, 142. 144 n, 145, 146, 

163 «*, 164 ««*"•. 

Co-operation in India, no-ii, 

111 w'. • 

Co-oixrrative credit societies, 34, 44, 
51, 9fj, 126, 128, 132, 133, 136, 
137 «*. ^ 75 . 189. 193. J 9 ^’ 22 $, 
230, 240, 241-2, 243 ; Reports on : 
Bombay IVcsidency, 201, 202, 
219; Burma, 204 «■ ; Central 
l^rorinces and Berar,* 204 ; 

Madras, 203 «*, 220; North-West 
Frontier Province, 205 n ; Pun- 
jab, 199-201. 

Co-operative Hindustan Bank, 
15 *- 

C<M>peraiive Movement in^ India, 
Statement showing Progress of thOf 
199 - 

Coorg. 200, 202, 205. 0 

Cotta^ industries, 49-50, 135» *74'5» 
230. 

Cotton industry, 147 ; mills, finan- 
cing of? 46-9, 175, 181, 202 ; a 
co-operative mill, 222. • 


267. 

Council of State, 221 \ 

191 ft. 

Cowell, E. B., 7 «*. 

Credit Bank of India, 153, 

Crops, distribution of. 51-2. 
Curr«5pcy, Moghul, 12-14 ; standard 
adoptixi for British India., 24 : 
stabilisation of, 150. 

Ciirrfncy, Report of Controller of, 

168 fi*, 170 ft*, 180. 

Currency, Koyri Commission on 

Indian (1926). 161, 165, Kk), 

169 fi». 170 n», 171 f#». 17a M*, 
*73 «. 177-^, *79 n, 180 fin*" *, 
181, 1S2 «*, 224, 228, 231-2, 

^ 233. 

Currency Act, amendment of (1923- 
, ih 3179 - 

Current credit accounts (chaitu 
khata), (h), 

Dacca, 14 ; Bank, 144, 140. 

Darling, M. L.. 33. 34,97, 123, 125. 
126-7, *^^<“9. 130-1, 132, 133 «*, 
*3b. *37* *3«. * 39, 213. 

J>a.s, Dwarka, banker, 20. 
l.)a.s, Gopal, 20. 

DassJ.)ava Bo(x:unji Cashc<r(5nttc«r), 

21 . 

Dast gurda (loan without <l<x;u- 
ments or w'itnesse.s), <>3. 

Dasiurt (brokerage), 105-6. 

Datta, K. L,. 93 n. 

Davids, T. W. Rhys, 7 «». 

Dawson, J.. ro «. 

l.)ebt collecting, Manu on, 9 ; by 
Dharna, 9 ; methcKl.s of, 107-10. 
I>ebt-sheets (tna-pannam), 6, 7.^ 
Debtors, debarred from entering 
religious order, 6. 

Deccan, the, 124, 125, 135, 136, 
136 n». 

Deccan Agriculturalists' Relief Act 
(1879), 187-8. • 

Deccan Riots Commission, Report ofm 
the, 125 n*, 

Deccan Village, Cand and Labour 
in a, see Mann, Drr 
Delhi : city, 10, 44. 159, 173 ; King- 
dom of, 10 ; University of, 227. 
Delhi Ba^ng (#3rporation, Ltd., 

Dec^ar, G., 214. ^ 

Deposit banking, 42, 69*70, 120, 
183-6. • 
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^^68 

JhipoidfM, Maim on, 8*9 ; Vmtos of 
interest on, 96; in joint-stock 
155-7, 238 ; see aUo 
iloarding. 

l>evakottai, 37. 

Dharamkhatu (charitable fan 4 }, 29, 
104, to6. 

Dilwara, temples of, 10, 71. 

Dipawali, see Diwaii, 

Diwali {Dipawaii), banking festival, 
90-1, 106. 

Dopukuria Silk-Ueeling Society, 
2*2-3. 

Donn, Mr., 163. 

Driskii (dM) bhunduk, see Mort- 
gages. 

Duncan Records, 22 tt*. 

Dutt forgeries, Rajkishore, 163-4. 

Early European Banking in India, 
23 «*, 141 ♦**, 142 «■. 

Early History of India, 4 n*. 

East India Company, 16, 17, 18. 

Eclipses, Telegu belief concerning, 
122 . 

Economic Conference ( 1928) , Indian, 
34 

Economic Enquiry, Board of, 224. 

Economic Enquiry Committee 
(1925), Indian, 7011, 224. 

Economic Life of a Bengal District, 
94 960*, 107. 109 «, 125 «*, 

126, 127. 

Economic Life of a Punjab Village, 
The, 123 «•. 

Economic Studies : Some South 
Indian Villages, 313. 

Economic Survey of Bair ampur. An, 
125 ««. 

Education, for rural areas. 209; 
money borrowed for, 1 19. 

Bla Huthis (Chit Associations), 199. 

Elliot. Sir H. M.. 10 fi. 

England, usury .in, 111. 192- 
* Etawah, 189*90* 

European bankets, early, 17, 25. 

Exchange banl&,*53-4, 83, 161. 

External Capifal Committee (1925). 
161, 226-7, 228, 337. 

Family system, Hmdu jqint, 3, 17, 
117-18, 

Faridpur, sm Jack, Major J. Cf. 

Farniksiyar, Emperor, 15. 

Fl^k^bad, 24. 


Federal Reserve system (U.S.A.), 
236. 

Fergusson A Co., 141. 

Financial Chapter in the History of 
Bombay City, A, 147-8. 

Firminger, W. R., 18 
Firoz Shah, 10. 

First National Bank (U.S. A.), 233 a. 
Forgeries, 163-4. 

Fort St. George. 17, 24. 

France, usury in, iii-X2, 113, 
198. 

Fremantle, Sir Selwyn, x, 212 a. 
Funds, sources of loanable, 120. 

Ganga-Pustakmala Karyalaya, xi. 
Ganges, river, 105. 

Gan jam, 20-1. 

Garhwal, 92 a*, 105. 

Gautama, law-giver, 5, 6. 

General Bank of India, 141 a*. 
Germany, usury in, 112-13, 198, 

215* 

GiardcUi. V., x. 

Gilbart, J. W.. 42 a*. 

Girvin, see Pawning. 

Government of India Act, 203. 
Government Savings Bank (Cal- 
cutta), X42, 144. ' 

Grain banks, 200. 

Gregory, I^of, T. E., xi. 

Gubbay, M. M. S., x, 233, 234 a, 
236. 

Gujrat, 33. 

Gyarah Punch (bankers' association 
of Indore), 40. 

Haji, S. N., 227-8. 

Hath Udhar (loan without docu- 
ments or witnesses), 63. 

Hathras, 178. 

Hazara, 137. 

Hindu Fasts and Feasts, 90 a. 
Hindustan, Bank of, 141. 

Hissar, 138. 

History of India as told by its own 
Historians, 10 na^*. 

History, Principles and Practice of 
Banking, The, 42 a*. 

Hoarding : Sutra period, 8 ; a 

cause of, 185-6 ; a remedy for, 
238. 

Hoare A Co., 141. 

Hoshiarpur district, 125. ' 

Huka^n Chand MiUs» Ltd., 46-7. 
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Hundis, defined, 71 ; functions of, 
72 : Dar$A«tfit (sight or demand 
bids), 72, 73, 75, 78 ; 

{Miadi), deferred or usance 
bills, 72, 73, 77, 78, 80*1 ; com- 
pared and contrasted witli Eng- 
lish bills of exchange, 73 ; sub- 
divisions of, 73 ; examples of, 
74-5. 7^>-7. 79. 84-5. \ 

advice of, 78-80 ; amounts of, 80 ; 
days of grace, 80 ; stamp duties 
on, 81 ; indorsement and dis- 
count of, Si-2 ; dishonour of, 82 : 
additional copies of, 82 ; pur- 
chased as investment, 83; dis- 
count rates. 97-8 ; see also 
Glossary. 

Ibbetson, Sir Denzil, 122. 

Illiteracy, 115-16, 136, 198, 206-9. 
244; remedies suggested, 209-13. 

Imperial Bank of India : relations 
with indigenous banking, 25, 41. 
43. ^3. 97. i7^>'’i^4. 225. 227, 228, 
240, 245; loans to cotton mills. 
49; history, 140, 165-73; nature 
of business 166 ; obligations and 
privileges, 166-7 I limitations, 
167-8 ; branches, 168-70 ; inland 
remittances, 1 70 ; relations with 
joint-.stock banks, 170-3 ; clear- 
ing-houses, 173; future relations 
with co-operative societies, 216. 

Im{>erial Bank of India Act (1^2), 
165, 167-8, 170. 

Imperial Gazetteer of India, 10 «*, 
23 «*. 

Imperial Legislative Gjuncil, see 
Legislative Assembly, 

ladcbtcdness, agricultural, 124-34, 
175 ; non-agricultural, 134-5. *75^ 
aggregate Indian, 135. 

Index Numbers of Indian Prices^ 
131 n*. 

India, High Commissioner for, ix. 

India in 1^23-24, 123 w». 

India in ig26-2y, 223 n. • 

India Office, ix, 16. ^ 

Indian Bank, 151. 

Indian Currency mid Exchange, 
I5<5 n, 15 1 »*. 

In^n Finance and Banking, 21 «*. 

Indian lournal of Economics, x. 

Indian Specie Bank, 153. 

Indian War Loan Fund, 29. * 
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Indore. 30 it«, 40, 46, 91, 181 ; 
Bank. 49. 

Industrial and Commerdai Con- 
gress (1927). Indian, 228. 

Industrial Commission (19*8), 46 ft, 

Industrial Organisation of an Indian 
Province, 133 w*. 

Industr>% financing of, 45-9. 

Instalment systems of re|>ayment, 
61*3 ; see also Kist, 

Institute t)f Bankers, proiKtsed, 225, 

Interest, rates of, in Vedic jHiriod, 

4 ; in Sijtru periml, 5-6 ; 200- 
5fK> A.i)., 9'io : for loans and 
dep<»sits, 93-7 ; among bankers 
themscK es, 95-6 ; leg^tl rates, 96; 
comjHnind, 90-7 ; Aaitdi discount 
rate, <>7-8 ; seasonal fiucttuition.H 
of. 99 : past and present rates in 
United rrovincos, 100-4. 

1 O U s, 7. 

Irvine, lo n^, 

Italy, usury in, 113*14, 198. 

lyenger, iVof. S. K.. 126 «*. 

Jack, Major J. C., 94 96 «•, 107 w, 

loT), 125, Ii6. 127, 118, 131 w*, 
»33 w*. »34. 

jelgat Seths (world bankers), here- 
ditary title, 15 , relations with 
East India Company, 18. 

Jama Gazette, x. 

jainas, bankers, 10, 15, 28, 30, 146. 

Japan, 20<>, 

Jaiakas, the, 4 5, 6, 7. 

Jevons, Frof. H. S.. 212-13. 

Jews, II, 0 

Jhansi, 1H9-90. 

Joint family system, Hindu, 3. 37, 
117-18. 

Joint-stot;k banks in India : relation# 
with indigenous banking, 43, 
72, 83, foi, if3-6, 232, 234-7, 
240, 242-3 : granting loam 

against secu^fy of goods, 49, 
202 ; lustory - Calcutta ‘ agency 
houses,* 140-2. 153 ; i833-(k>, 

142-6; 1860-1927, 146-62; for 
Civil and Military Services, 142, 
145 ; iailuresf i4i;2, 145, 152-3. 
147-60; present ppsj^on, 153-62; 
deposits in. I55“7 .^geographical 
distribution of. 160-1 ; bujmess 
undertaken by. 161-2 ; resources 
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compared with those of banks 
of the United Kingdom. 173-4 ; 
future relations with co-operative 
societies. 216-17; proposed new 
indigenous. 237-46. 

Jolly. Prof.. 8. • 

Journal of the Royal Socieiy of Arts, 
233 234 236 If*-*. 

Jullandhur« 137. 

Kabul, mint. 12. 

Kamrup. 220. 

Karachi. 173. 

Karnal. 201. 

Kasim Ali. 18. 

Kathiawar. 91. 

Kautilya. 9 «■, 212-13. 

Keatinge, G., 21 w*. 

Keith, A. B.. 3-4. 

Kemmcrcr, E. W., 236 «*. 

Keynes. J. M.. 150, 151 

Khairis (bankers), 28, 32, 63. 

KhillaJt (robes of honour), sent to 
bankers. 15. 

Kibe, Sirdar M. V., 30 «*. 

Kirars, 33, 122 ; see also Aroras, 

Kist (instalment system of repay- 
ment). 22. 62-3. 64-5. 94-5, 105, 
107-8, 108 n. 

Koviivasal Mariyal (temple council). 
40-1, 

Kiitb Ali, 22. 

Labour, unpaid, by borrowers, 106. 

Labour and Houstng lu India, 93 «. 

Inhere. 14. 173, 201. 

Lakhnauti. mint, 12. 

Laks^mi, Goddess of Wealth. 90, 

Land Alienation Acts, 189-91 ; 
l^njab, 189; Bombay, 189; 
Bundelkhand (U.P.), 189-90. 

Land and Labour in a Deccan 
ViUa^ie, see Mann, Dr. 

Land holdings, consolidation of. 

•^“* 200 , 

Land Improvement Loans Act 
(1883), 188. , 

Land mortgage banks, 21B-21. 

Land transfer, and agricultural 
castes, 190. 

LaiNifit. see Lojuss U* kind, « 

Laws of 9 nn^^, xq nK 

LegislaHoe A&mbly Debates, 124 n, 
177 «*, i8a n\ 227. 228-9. 

Libprtes. viUage, 2x1, 


Litigation. cause of borrowing. 
117. 

Loans : in kind, 67-9, 93. *07 : cash. 
93-4 ; quality of security for, 
119 ; productive, 119. 123 ; unpro- 
ductive, 123 ; State, see Taccavi. 
l..oans Acts, 188-9, 

Lombards, in England, 43. 

Ixindon School of Economics, ix, 
x-xi, 142 «•, 212. 

I^mg, Rev. J„ 15 «. 18. 

Lubbock & Co., 43. 

Lucas, Rev. E. D,. 125, 134. 
Lucknow rupt?e, 24. 

Luxuries, loans raised for. 119, 
Lyallpur, 137. 

Macdonnell, A. A., 3-4. 

McDougall, Mr, 123. 

Mackintosh iV Co.. 142, 

Maclagan, Sir Edward, 126, 127. 
128, 132, 

Me Watters, A. C., 181. 

Madras : rupee adopted as standard 
for British India, 24 ; city, 45, 

93 tt, 173, 177; Bank of, 162, 177; 
University, 213. 

Madras IVesidency, 107, 125, 126, 
128. 131, 136, 159, ifM), 171. ^(>9. 
202-3, 205-6, 213, 220, 228. 
Madras Presidency, Report on the 
Possibiltiy of introducing Land 
and Agrtcullural Banks ifito the, 
se% Nicholson. 

Madura, 31, 37 ; District Gazetteer, 
3 U 31 «. 

Magamai (charitable fund), 29 uU 
M aha) an, guilds of traders and 
bankers, 39-42 ; term for banker 
or money-lender, 7 n, 39 n*, 44, 
120-1, 146, 175, 215. 

Mahajant numerals, 90. 
Maharashtra, 30 n*. 

Mahmood, Mir Maqbool, 2. 193. 
Mahomedans, 33-4, 62, 95, 163, 245. 
Malpractices. 1 08-10. 121, 138-9. 
Mandalay, 220. 

Mtndis (exchange marts). 52. 

Mann, Dr. H. H., 94 «•. xo8 n, 125, 
*34. > 35 » I 3 « 139* 

Manu. law-giver, 8. 

Manufactured goods, distributioii 
of. 52 - 3 * , 

Marshall, Prof. A.. 1 38, 208^-9. 
Marwaii Chamber of Commerce. 41. 
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Marwaris (bankers)^ 28, 29, 36, 3S-9. 
4J. 52- 

Maynard, Sir John, 193, 195, 
Meerut, 44 n, 52. 

Mehta, Jarana Daa M., 124. 

Mints, Moghul, 12, 15, 23'4. 
Mirxapur, 189-90 ; Bank of, 143. 
146. 

Mohurs (gold coins, various), 24. 
Moncy-c hanging, in Moghul peritxl, 
11-12. 23-5. 

Money-lenders* Act (1900), English, 
2. 

Money-lenders’ Registration Bill, 
193. I95- 

Monghyr Fort, 18, 

Montmorency. Sir G. de, 195 «. 
Moradabad. 107. 

Moreland, W. M., x, low*. 

Morison, T., 133 «*. 

Mornington, Lord (Mar<iuis Wel- 
lesley), 20-1. 

Mortgages, (>0-2, 93. 

Mount Abu, 10, 29, 71 tiK 
Mouzck) l>een, Fiufxjror, 15. 
Muddatikharcdi, Mortgages. 
Mukerji, A. n. 

Mukhtas (village leaders)) as iiioncy- 
leflders, 35. 

Muller, F. Max, 5 n*. 

Multani Bankers' Association, 41. 
MuiUtnu, bankers, 33, 45, 
Muliamyas, to. 

Murray. Norman, 170 n\ 181. • 
Murshklabad, 222-3 ; siAka rupee, 
24. 

Myles, Prof., 224. 

Mysore, 126, 133, 159, 221 ■ Bank 
of, 152. 

Nagarathas, see Chettts, 

Na|p>ur, 125. 133. 

Naiits, 30 «*. 

Najar gahan, see Mortgages. 

Nanasa, Bavany Doss {soucar), 21. 
Narada, law-giver, 8, 

Narsiroha Mehta of junagarh, 71 
Narung, Dr., 69. 0 

Native States, Indian, 161. 

169, 199. ^ 

N&ttarsangkottai, 30 fi*. 

Natiukottai CheUis (bankers), 30-2, 
36-8, ao-i, 45, 122, 177 ; women, 
37* • 

Nopuhoti Ndr&yan (banker),*3o «». 


Nairana (fee), 105. 

Negotiable Instruments Act (iBSi), 
7L 9b. 

Nicholson. Sir F, A., xiii, 94 
104, 112-14. 123, 125, 126, 127, 
i4iJ-9. 131 n^, 136, 137. 

Sirukta, the, 4. 

North-West Frontier l>ovinces. 159, 
i(k), 204-5, 205 M. 

North-Western Bank of India. 143. 
HS 

* Nowptee Mehajuns* (Benanss bon- 
kers), 22 n*. 

Numbers, uulucky, 92. 

Numerals, used in accxiunting, 90 ; 
code words for, 91. 

Oakden Co-operative Committee, 
203. 207 », 219-20. 

O'Donnell, Sir Samuel, i«>o n. 

Oftgtn of Indian Brahma Alphabet, 
On the, 5 «*. 

Oriya, 92 w*. 

Ornaments, loiins against, see Pawn- 
ing. 

Oudh, Viziers of, 20-21, 24. 

Oudh Commercial Bank. 149. 

P. O. Banking ('ori>oration. Ltd., 
^ 33 - 

Dagtxlas (gold coins, various), 24. 

Palmer Co., 142. 

Pantulu, V. Kandas, 221. 

Paihan money-lcmlers, 34, a*, 

94, no. 

Pathshalai (schools), 31, 

Patna, 14. 

Patta Palawan, see Mortgages. 

Pawning (gtrvtn), 28. 66 7* 94, 
loi, 104. lOb, 137, 196. 

l^cdlars, Muglial and Pathan. 69, 

People's Bank. 153. 

Peshawar, 129. 132. 

Pioneer Mail, 34 |i, 228 n*, 

Plyman, 1-. J., 123. 

Podars (money-changers), 24. 25. 

Population, indfbase of, 130. 

' Presents * to moii^y-lemlttrs, 104, 
104 n, 105 ; to customers, 106. 

Presidency Banks, 140, 14 1 «*. 177, 
181 ; original^archoldertt, 162-3 * 
as banks of yij ; forgeries 

aid fraud on. i63'S4 ; restricted 
by legislation, 164-5; establish- 
ment of branches of, 165, 
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Pf§sidency Banks, Hisiofy of 
141 »*. 

Brettidency Banks Act (XI of 1S76). 
164-5. 

I*rices, rising, 130, 131-2 ; Index 
Numbers ^Indian, 131 ^ 

Princep, H, T., 164. 

Principles of Economics, 209 n. 
IVomissory notes, 55-7. 
Propaganda, for co-oj5erative prin- 
ciple, 208, 2T1, 

I^roverbs concerning money lenders. 
122. 

r^jnjab, 28. 34, 5511, 80, c>o. 1 16, 
122, 123, 125. 126-7, J30. 

133. *34. *35. *3<i. *37. *39, 15^*. 
159, 160, 169. 1S9. *92-7. * 9 ^ 
ic>(^-20i, 203, 205, 207-8, 211,212, 
213, 220'i. 224, 229, 245 ; Le^is- 
lalive Council Debates, 2-3, 09. 
192-3. 194 «. 195 «• 

Punjab, Wealth and Welfare of the, 
127 «*. 

Punjab and Sind Bank. 151. 

Punjab Castes, 122 n. 

Punjab Famine He port 0 ^ 7 ’^“ 79 ). 
125 «•, 133 w*. 

Punjab Mon€?y-lenders' Bill, 193*5- 
Punjab Peasant in Prosperity and 
Debt, The, 33 n*. 125 tP. 1 37 w*. 
Punjab Regulation of Accounts 
Bill, 192-5. I9*». 197. 

Purling, G., 19 
Puiaththukudi Chettis, 30, 

Hahan, see Mortgages. 

HajasthaPi, Annals and Antiquities 
of. 146 11*. 

RajKutuar Mills, Ltd., 46-7. 
Kajputana. 29, 126. 

Ramnad, 39. 

JRangoon, 173. 

Rangpur, 18 #r, 19* 

Rapson, E. J., 4 jd *. 

JiiOwedpindi Divtston, Report on 
Peasant indebtedness, etc., tn, 
125 If”. 

Receipts {rasidfi 55. 58-9. 

Registrars. Conference of (1926). 
215, 217-19. 

Rekat (rekti), see Instalment systems, 
Rekhs (banl^tjp.. 33, 62. 

Research, economic, 212-13, 2^4. 
Reserve Bank, proposed, 231-6, 

4 *- 


Reserve Treasuries, 165, 170. 

Revenue coUection, East India 
C4>mpany, 18-19. 

Rigveda, the, 3-4. 

Rise of Prices in India, Enquiry 
into, 93 «. 

Rise, Progress and Present Condition 
of Ranking in India, 25 n. 

Rudra, S. K-. x. 

Rujaht, see Instalment systems. 

Rupees, of Moghul period. 13, 19. 

Rural Economy in the Rombay 
Deccan, 21 «*. 

Rural Schools tn the Central Pro- 
vinces, 210 n. 

Sacred Rooks of the East, 5 «*, 9 «*. 

Sahukars (soucars), 7 «, 21, 22,95*6, 
ioe>. 

Samaldas, Sir Uillu Bhai. 214. 

Samalsah of Dwarka, Seth, 71. 

Samsastrj', R., 9 «*. 

Sarafi Rasna (bankers), 

Sarsuti, bankers of, 10, 

Satapatha Urahmana, the, .4. 

Schools and banking reforms, 
primary, 210-11; middle and 
secondary, 211 ; adult, 211*12. 

Scripts used in banking. <>o. » 

Seth (hanker), 5, 15. 

Shah, 175. 

Shahjahani rupees, it. 

Shakespeare, A., 22 ii*. 

Shii’e nuxlel system, 201-2. 

Sharp, H., 210. 

Sher Shah, 13. 

Shirras, G. F.. 21 >P, 83 w, T.f2 
145 w, 151 «», 152 n\ 

Shore, Sir John, 20. 

Shroffs {sarrafs}, 11-12, 14, 19, 20, 
24. 25. 41, 97* 

Signet rings, as deposit or securiti^ 
7 - 

Signs and secrets, bankers' trade, 91. 

Sikka (Murshidabad) rupee. 24. 

Silk-reeling factor^’, co-operative, 
222-3. 

Stiver ami Gold Coinage Act (1835), 
24 ».' 

Simla, 145, I7;t; Ikink, 144, 146. 

Sind. 33. 20t. ’ 

Sinha, H., 23 «*, 141 »*, 142 «*. 

Sironj. 14. 

Sitapur, 107. 

Siva, 30- X. 
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Stvaganga^ 3o«», 31, 37, 177. 
Slater, Dr, Gilbert, ai. 213 ; intro- 
ciuctioii by, xiii-aiv. 

Smith. V., 4 «•. 

Social iQstitotioiis and customs, 
117-18. 123, 130, 135, 136, 198, 
South Africa. 23a. 

Southern India. 60, 139. 

Sravakas (Smraogis), 29 ; sfe also 
Jainas. 

Stamp books, 6o. 

Stamp duties, on hundis, 81. 
Standard Bank of Bomt^y, 153. 
Standard of living, villagers*. 129-30, 
198. 

Stidifmfnt f elating to Banks in India, 
annual, ix. 

S‘utistical Tables relating to Banks 
in India, 54 n. 148 «*, 151 f*n* *^<, 
152 «*. 154 n, 157 «»»“■*, 158. 
Strakosch. Sir Henry, 234, 236, 
Strickland, 213. 

Succession. Mohamedan law of, 95. 
Stidbharna. see Mortgages. 

Sunder Singh, Sardar Bahadur 
Sirdar. 192-3- 

Superstitions, bankers’, 92 ; |>opu- 
l&T, 118-19. 

SuriJt. 14 ; cotton, 147 ; rupee, 24. 
Sutra period, banking in, 4-8. 

Sutras, the. 4, 7. 

SiUiuwa-Puttuwa, see Mortgages. 
Swadeshi movement, effect on 
banking of, 150-2, i(k>. 

Sylhat, 220. 

Tabe-gahan, see Mortgages. 

7 'arraW loans, 120. 188-9. 219. 

Tata Industrial Bank, x6i. 
Tavernier, J. B., 11-12, 14, 15. 
Tawney. R. H.. ixi «*. 

Tchri State, 105. 

Thackeray, report on Gan jam (1819), 
21-2. 

Thompson, C. D., x. 

Thorbum. S. S., 125. 

Thurston. E,. 30tt», 3O, 41 «*. 

Ticket bahis (stamp booksjlt 60, 
Tiruppattur, 31, 3: 

Tiruvadanai. 31. 

Tod. J..J46. 

Townsend. Mr., 205. 

Trade, hnanct^ of. internal. 49-53: 
extertsU, 53-4. 

Travancore, 159. « 
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TeamB^in India, Tavetnier’s, u*i2, 
M. *5- 

Treasury biUaiices. held by Im- 
perial Bank of India. x<>6. 170. 
172. 

Tru^ Act, Indian (tSBj). 215. 


Uncovenanted Service Bank, Ltd., 
142. I 44 » 145 

Unemployment and under-employ- 
ment, 117. 

United I^rovinces, 11 «•, 33, 44, 
52, 55, 62, 63 n\ O9, 95. *00*4. 
105. 107, 122, 126, 158, 159, 1 60, 
189-90, i<)o w, 203, 205, 
207 w. 219-20; Legislative Conmtl 
Debates, 190 n. 

United States of America, 147. 21B, 
235-b. 

Universities and banking, 2 12- 13, 
224. 245. 

Unpublished Becords of Covernment 
(/74B-/767), Selections from the, 
15 n. i8. 

Up|>er India, Bank of, 153. 

Usurious Loans Act <1918), 97, 
191-2, 194. 

Usury, in Sutra jK^rital, (» ; in 
imxlern Itulin, 110-11 ; in Eng- 
land, III. 192 ; in Krance, u 1-12, 
198; in Germany, 112-13, ig8 ; 
in Italy, 113-14, 198. 

Usury. A Discourse upon, iii n*. 

VaishnavUes, 29. 

Vaishyas (Iwinkcrs), 17, 28-0 tn. 

.33 <>3 

Vania, see Batiia, 

Vasishtha, law-giver. 5, 6, 9. 

Vastupal TcJjml, 70-1. 

Vedic Index oj Names and Subjects^ 
4 

Veriic period, banking in. 3-4. 

Verbal contracts, 03, 69 , loi. 

Vita, Editor of, xi. 

Vishnu, law-giVPr, 8. 


Wacha, Sir Dinshah, 147-8, 
Weavers* a.s.scKt|tioas, 222-3 
Welleslef, Mar^s^lo-i. 

Widbws. as money-teafers. 28. 66-7. 
196. 

Wilson, T,, III «*. 
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